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Overview

EMI Group

EMI is the only major
company focused purely
on artists and music

Turnover £2,445.8m;
operating profit £190.9m

Dividend rebased to balance
shareholder returns and
imvestment needs

Balance sheet now
significantly strengthened
through a refinancing for
longer-term facilities and
the use of the proceeds
from the HMYV flotation
to repay debt

Recorded Music

Fundamental strengths: a
world-class artist roster, breadth
and depth of repertoire and
an outstanding catalogue

New management team now
in place under Alain Levy
and David Munns

Restructuring plan on track

to generate £98.5m annualised
cost savings and reposition the
business for future growth

Music Publishing
World’s biggest and best
music publishing company

Excellent roster of hit
songwriters, broad revenue
base, deep catalogue, strong
cash generation

Once again produced
excellent results and good
growth across all income types

Financial Summary

Year ended Yoar godted
31 March 2002 31 March 2001
£m £in

Group turnover

24458 26727

EBITDA (i) 2419 3895
Group operating profit (EBITA) (i) 1809 3325
Adjusted PBT (i) 153.3 2595
Adjusted diluted earnings per share {iv) 11.8p 21.9p
Dividends per share 8.0p 16.0p
Return on sales (v} 7.8% 12.4%
Interest cover (vi) 4.0x 5.2%

l) EBITDA 15 Group opevating, prafit betore opersating exceptional items, tepreciation and amortisston of goodwill and neic copyrights.

) Grougy epeenting profit (ERITAD s Group anerating profit Helore operating exceptional tems and amortisation,

) Adusted PBT 15 profit before timalion, exceptional ilens and armortisation andg 15 before bath OREFRLNG AN NOOPETAUNE SXCERLOnH eS arkd #mOortsation
of goodwifl at muske copyrights.

(iv) Adjusted il tect earmings per share is bafore hoth operating and Ron-oDEElNg exceptional tems Ak amorisation of goochwilf and music copyrights.

(v} Retum on sales is defined as Group aperating profit before operating eceptional fems and armor tisation of goodwilt and music copyrights a8 2 percertage
af tumover,

(v Interest cover is defined 2% the ramber of times Group EBITDA is greater than Group finance charges,



Chairman’s Statement

Eric Nicoli

Chadrinea, BN Gy

From an operating and trading perspective, the past year was especially
challenging, characterised by market weakness in some regions and our own
underperformance in Recorded Music, But it was also a year when Music
Publishing and parts of our Recorded Music business — in particular our
UK labels — achieved great success,

At a strategic level, we took swift action to address the weaknesses in our
Recorded Music division. introducing a new management team under Alain Levy
and implementing a far-reaching restructuring plan. The first phase of this plan,
unveiled on 20 March 2002, is designed to establish a solid platform for future
growth and to improve {)mf its substantially and rapidly. Further details are set
out between pages 6 and 7. We are pleased to report that this plan is progressing
well and will allow us to build on the fundamental strengths of EMI Recorded
Music worldwide — an excellent artist roster, breadth and depth of repertoire
and an outstanding caalogue.

We have also significantly strengthened our balance sheet. Since the year end,
we have completed a refinancing which extends the term of our bank debt and
has allowed us to broaden our sources of debt finance into the bond market.
We have also realised a significant proportion of our stake in HMV Group.

Moving to the group numbers, wirnover in the year decreased 8.5% to £2,445.8m,
and group operating profit (EBITA) fell 42.6% to £190.9m. As explained in our
announcement on 5 February 2002, the decrease in group sales and protfit this
year related entirely (o Recorded Music, where turnover fell by 11.1% to £2029.4m,
and operating protit (EBITA) dropped by £144.4m to £83.1m.

The principal causes of this sethack were a poor performance in the United States,
release schedule slippage and market weakness in Japan, and the regional economic
downturn in Latin America. Although falls in these areas far outweighed gains
in others, we did have commendable performances in the UK, France and, within
North America, Christian Music, Capitol Nashville and the Canadian business.

Notwithstanding the weaknesses in the global record market, EMI Music Publishing
had another excellent year. Turnover increased 6.6%, and operating profit
(EBITA) grew 27%. The size and quality of our catalogue and our impressive roster
of songwriters, combined with skilful and active management of both current and
past hits, enabled us to expand our position as the global market leader. Our
songwriters picked up numerous awards and we were once again named Music
Publisher of the Year in all important territories.



The fall in group operating profit indicated above was partially offset by a drop
in interest charges resulting from lower average interest rates and by an improved
contribution from HMV Group.

Profit before tax, amortisation and exceptional items was £153.3m in the year
ended 31 March 2002, slightly above our earlier indications, but down from
£259.5m in the previous year. As a result, adjusted diluted earnings per share
decreased to 11.8p from 21.9p.

As indicated in March 2002, there is an exceptional charge in the year of £242.4m
relating principally to the restructuring and rationalisation of the Recorded Music
business. This restructuring is expected to deliver annualised cost savings of almost
£100m, the great majority of which will arise in the current financial year. In
addition, HMV Group incurred an exceptional charge in the year, of which

EMTI’s share was £12.4m,

To maintain an appropriate balance between dividends to shareholders and
retaining capital to invest in the business, the Board has decided 1o rebase the
annual dividend. Accordingly, as announced in March, the Board is proposing
a final dividend of 3.75p per share, making the total 8p per share for the year
ended 31 March 2002 compared with 16p last year. Looking forward, the Board
will consider the level of dividend in the light of progress within the business.

On 15 May 2002, HMV Group floated on the London Stock Exchange. On flotation,
EMI realised £122.9m in cash and retained a 14.5% holding in the company;

a further payment of £19.4m is expected to be made in July in respect of the
repayment of senior preference shares. EMI acquired its original stake in HMV
Group for £96.5m, having sold the HMV music retailing and Dillon’s book
retailing businesses to a management buy-out in March 1998,

This has been a year of challenges and change for our employvees. I thank all
my colleagues for their continued dedication and hard work.

In the year just ended there were a number of changes to the Board, Alain

Levy joined in October 2001, succeeding Ken Berry, and Roger Faxon joined

in February 2002 on his appointment as Group Chief Financial Officer, replacing
Tony Bates. Roger joined EMI in 1994 and, before taking up his current role, was
Executive Vice President and Chief Financial Officer of EMI Music Publishing,
Finally, Michael Jackson resigned from his position as a Non-executive Director
on 7 May 2002 10 avoid a potential conflict of interest.

Looking forward, we are now well equipped o exploit the opportunities and
tace the challenges presented by a world music market that, in the future, will
be more competitive and more dynamic than ever before. Our restructuring
plans for Recorded Music are on track and our Music Publishing business
continues to tlourish. Shareholders can, therefore, expect a substantial
improvement in operating performance in the year ahead. Longer term, by
focusing on fundamentals and investing in creative excellence, we intend to
deliver sustained sales and profit growth.

Eric Nicoli

Chinonan



WE ARE REPOSITIONING

EMI RECORDED MUSIC

FOR FUTURE GROWTH. OUR
RESTRUCTURING PLAN IS ON
TRACK TO GENERATE COST
SAVINGS OF £98.5 MILLION.

NOW WE ARE FOCUSING

ON CREATIVITY AND
MARKETING -BY DEVELOPING
ARTISTS AND BREAKING
THEM ON A WORLDWIDE

BASIS, EMI WILL BE
A STRONGER COMPANY.
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Recordoed Musie

Alain Levy
et g

EMI Recorded Music has vindergone amanber ot sipnificant—and positive —
changes m recent months, These changes will result in o husiness that generates
growth, while heing more etficient maore effective, juore responsive (o the market
andlomn particular significandy move profitable than before, Thev represent the
Frest phase i the ve-creation of EMIE Recorded Music, which David VMunins aned
Fhegan when we joined in Ociober

More detatls of the strategy can he foand in the section between pages Ot 7

The new staregic direction for EMI Recorded Music, while providing optinism
tor the future, (lu(s not, however, disguise that the division had a very disappointing
vear T a music lndl]ui that decreased i value weens by 6.0% . EMI Recorded
Music™s sales fell by TETS w6 £2.029 4, and operating profu \l BEEA) dropped

by f)» 10 833, b, Global nnnrket shave decieased hx 0.7 percentage pumts 0
1349, This rellears the undup( rlormance of kevreleses, together with significi
ranagement issues mnthe United Staes,

he number of arost albunmis selling more ihan one million « n[m s decreased
marginally from 28 1w 27, 4]!11()(;011 noalbum madched Listyvear's suceess of the
22 million selling Beatles / Lll)um [here were also five NOLW compiliaon albuns
that cach sold well in excess of oneanillion copies. The Lo se Jie album was
Robbie Williams™ Swing When Yodre Winining, which sold 54m copies in the vear
ended 31 M arch 2002, and has continued 16 perforn well since the vear endd.,
Onher big sellevs included AL For You from Janer Jackson Ul anits), Fedrees. the
compilation of Pk Floyd's ereest hits €0 nn v e self-nded debui albom
from Gorilliy (5.9 units) dll({ Rvhie Minogues Foer Clsa unisd,

Although our nuarker share ondy decreased shighidy from 10575 10 1049 in

a ket that tell 3559 EMI Recorded Musics pertoriramce in Notth Ameriea
Wil p‘u‘limf-n‘l\- disappointing. We have nude o nonber of changes 1o o North
Aerican operationsomost signficanty soving Virgin 1o New York 1o SIVE 1S an
Fast Coast Tabe] prosence (ll)(l ‘L])P()HIHHU havidd \hmm as Charman and CEO of
FMI Recorded Music North Amerted, Danieb s niow Dised i Noew Yok and vetans
his ulobal responsibilitios as Vice Chairman of LM Reeorded Misice,

In Fraope, the marker tell 2.3% comporediwith a broadl e narket Tasoveme

Phismasks signficion differences within the region. with Luge Bdls i German,

Portugal ind Fasern Europe ontwveighing moveases in the UKL Froanee and Sweden.
weighing mereases in

EMIEs ket share decreased 0.5 percentage poinis, as mercases i Geermy

offsetsheht decreases in the UK, France and Spain, Strong marein control.

pacticulily i the UROvesalted iicsnsall inervease in protiabiling in this region,

Regorded Music
Tumver {Lm}

Recarded Music
Operating profit (£m)




Recorded Music

TR AR S RN

The Japanese rarket had a [)(un VUi <mlmu clowny 1345 Within this, EMTS
i ket share shpped o 105% from TEZ2% as o nnmber nl signicant releases
michuding one frorm Ringo Sheena were posiponed into the corrent fane 1‘11
Ve, lh( rest of the Asian market ouside Japan decreased by 350, compared
with a market that was broadlv flat Bt vear EMTS nunket shave fell from 8.5%
in the vea ended 31\ arch 2001 10 7.5% in the vear encded 31 Mareln 20092,

The welkdocumened und partcularly deep cconomie difticultios in Latn America,
espectlly dreenuna, have resulted i a 20250 deerease i the nsic markes BN
reacted \\\1111\ to this full by pml[unmln or cancething a number ol veleases and
crtling costs She sy whic B resulted i our market share decre: wsing from 16.1%

to 8% Ths swift action vesulted i an overadl pn»ll( in Laon America for the
second h A that was Leelv unchanged from the previous vear

Other markets avound the world gress 315 compared with atadl Tast vear of 1.5%
while our nuaket shuve tell margimalle trom IS6% 10 1807

EMI Classios has nuintamed s market shave ina challenging vear, s Gried
Revordings of the Crieditiy servies has now sold over 2.05mm sets and, i the UK, the newly
Lumched crossover classios hand, The Plhanets. spent 10 weeks at the wop of the
classtend chians,

FAMI Recorded Music continues o prrsue a nese medin strategy of niaking i
music avadlable through as nuny channels as possible and 1o as many pe (:[)l(‘

as possible. In order 1o do this, EMI has contnued o ieense is music widely,
and we have now entered into arrangenients with over 70 different companies.
Recent agrecments inchide internevenabled divital jukeboxes throueh Feastand
onhine music streaming subscriptons through Listen.com’s Rhapsody service,

Nonctheless FMUis alsovery aware of the chadlenges presented by piracy, hoth
physical and digital. We e continiing 1o co-operaie with governmens Aronn
the world (o enactand enforce anti- lm.m legiskinon. However, we have tiken
anextrenmely proactive position and we e directly protecting our, and our artists’
content. From Juhwe will e Copy- ptulun(m on local re pertoire m - Asia and
Patin Americas regrons where poaey s pardeulardy rife, We are testing technology,
for use i Western Faropean and North Aerican mankets, prevents
tnanthorised copyig. while permiting limited legitiimate personal copies.

We expectto employ ihis technolowsy belove the cid of 2002, Phaey o all s
forms requires vigilnee and strong acnonswe wee deermined 1o prowet our
own profits, o ensure that artists, wrtters aned producers cann their G share,
andd o support creativity and the emergence of new talent.

Fhe vecorded rmsic ma ket was diffical wond o performance within it was not
good. However, the mdusuy and EMEare takang vigorous steps 1o combat piracy
\md are Iunl\nm, mto wins 1o benve technolosy hecome o source of) rather than

a himdrance to. growth, The Tirst pluse of e e hing restrucnring has
repositionaed b AT wichin ove vy short period of time into an organisation poiscd
for fumare crowthe We strongh beheve that creativity and atist d(\( fopment.

are hev o saceesstud company and acsueeessful Docusiny, We Tuve i exe ity
release schedade and, with the new straciures o place, will be betier prositioned
tosachieve the full porentid of this busniess,
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The New ML Recorded Music

“We believe we can considerably improve
EMI's near-term porformance {from the
changes abrcady implemented. and we are
optimistic that the broader challenges will
present signtlicant oppormnides.”

Alain Levy

S T N A T SRS

We are shaping EMI Recorded Music for the
{urure, positioning it to deliver both top line
growth and higher margins. Cost reductions
are essential, but the longer-term priority is

to improve the creative side of our business, 1o
become more effective as well as more efficient,

In order to achieve this, we have adopted a two-
phase ‘q)prt‘m(‘l'l The first phase, which involves
restructuring EMI Recorded Music to compete
effectively in the current music market, is
muoving very quickly, and will be almost fully
executed b\ the end of September 2002,

ew Allison

Matth,
President and CEO.
EM Recorded Music Asia Pacific

Merging non-creative resources

Our Hrst step was to merge the non-creative
resources of our EMI and Virgin labels, Within
each country there is now one overall head,

two streamlined labels and merged services —
accounting, IT. human resources and sales. This
has significandy reduced the cost base, but has
also ensured that infor muation, best, praciice and
ideas are shared more effectively.

Markering

EMI had not had an imtegrated approach to
exploiting the catalogue. nor did it have an
integrated international marketing function.

In his role heading our global markvtm;_, efforts,
David Munns has mer gt‘.(l the Virgin and the
EMI catalogues, not only to reduce costs, but
also to generate higher sales from better co-
ardinadon of caadogue campaigns.

We renamied the EMI label as Capitol, creating
two worldwide brands, Capitol and Virgin,
This reinforces our overall global approach

to marketing, and will reinforee links between
our US business and the rest of the worlkl.
Onur Classics division will retain the EMI name,
which is recognised and well respected by
classical music lovers.,

We also created a common worldwide
miarketing unit to exploit the international
potential of albuns, and recently appointed
Tony Harlow and Matthieu Lauriot Prevost

to head the Capitol and Virgin marketing teams,
Richard [yttelton will lead the global marketing
of our classics and jazz repertoire, This new
sirucuure has the potential to generate a

10% increase in sales from albwuns we market
internationally - numbers we are confident

of achieving because we have done so before.

A good example is Kylic Minogue. Her album,
Frver, was a big hit betore Christroas in the

UK and Furope. David convinced the US
company of its merits, and they released it in
February this year, when it entered the charts
at number three, and has since sold more than
800,000 copies there. From this song US base,
it 1s now selling well in Latn America and the
Far Fast, and to date Kylie has sold over four
million albums,

Creartivity

We have installed outstanding creative label
heads in all territories 10 re-energise the labels,
These are people who live and breathe music.
and who are not only in touch with today’s
wends but capable of shaping them. They

will be supported by stong business processes,
including in many cases the appointiment

of a chief operating officer, to ensure that
appropriate linancial disciplines are observed.

We are also moving our Virgin label in America
trom Los Angeles to New York. This will give us
an East Coast presence for the first ime i many
vewrs, and halances the West Coast repertoire

of Capitol,

Ratoel Git
President and CEO,
EMI Recorcked Music Latin

In recent vears, EMI's normal process of
trimming and renewing its artist roster did not
receive sufficient pric )my, and radical action was
necessary. We have since reduced the roster by
around one quarter. This is an essential action
1o refocus the people at the labels on the vight
artists - the ones who are or can be successful,



Ermwranusl de Buretel
Chalnman and CEQ,
EMI Recorded Music Cormtinental Etrope

Manufacturing

Finally, we are improving the efficiency ol our
marnfacturing operations. The recent closure
of our Swindon plant was completed ahead
of schedule and the consolidation of our
European manufacturing operations into
Uden, in Holland, will significantly improve
our capacity utilisation i Europe,

We have appointed Alan McElroy to lead
our manufacturing and sourcing, overseeing
alt of ow CI and DVD manufacturing on

a worldwide basis. He will develop a global
strategy for the manufacture of all physics
formats of EMI's music, increasing utlisation
and efficiency, and instilling best pracuices.

John Roue
Exevutive Vice President.
EM Group

The longer werm

"The second phase of our work is more long
term. Our aim is to change the way in which
we operate, to bring the company into a
modern age. This involves redesigning 1T
systems, exploiting the full capabilities of the
mternet, pursuing new formats and channels,
and, in the longer term, moving from being
purely a record company o a more broadly
based music business. We have made

a number of senior level appointments

to cvive this process.

In Decernber 2001, john Rose was appointed
ixccutive Vice President, with specific

responsibility for driving business development

and strategry. More recently, James Anderson
Jjoined the senior management team to head
the Systems function and we will appoint

a new head of Human Resources very soon.

Sunmrary

The music mdustry faces considerable
challenges. There are serious piracy problems
in Asia, Latin Amenca and Southern Europe.
We have collectively failed to get hold of
digiral distribution and so bypassed revenue
opportunities, allowed a whole generation

1o believe that music should be free, and

let the hardware manufacturers absolve
themselves of responsibility for protecting
intellectual property. And we have not
generated real superstars,

Piracy has to be tackled on g much more
proactive basis; we will never completely
eradicate it, but that does not mew: we cannaot
do more 10 contain it. We also see digital
distribution as an opportunity. We have 10

be flexible and adventurous, but it will change
the look of our company and our indusiry.
And, equally importantly, we need to address
the issue of creativity within our company
and the industry by balancing commercial
performance with the investment — of money
and time - needed to develop artists on
aworldwide basis,

We expect our immediate changes to make

a substantial impact, with almost £100m
amnualised cost savings, of which the vast
majority will be realised in the current fiscal
vear. They will also spur top line growth;

we think they will add between 0.3 and 1.5
percentage points to our market share. More
importantly, we expect them o ke operating
margins up back over 10% and, in the longer
term, to betweeit 11% and 13%.

The industry issues are important, but we
believe we can considerably improve EMI's near-
term performance from the changes already
implemented, and we are optimistic that the
broader challenges will be not only surmountable
but present significant opportunities.

Stuart Els
CRO, EMI Recordend Music
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Music Publishing

AT EMI MUSIC PUBLISHING

WE HAVE BEEN INVESTING

IN PEOPLE AND SYSTEMS,

TO ENSURE THAT WE MAXIMISE
THE OPPORTUNITIES OF AN
EVOLVING MARKET. WE HAVE
THE WORLD’S LEADING SONG
CATALOGUE AND ROSTER OF
SONGWRITERS.

WE ARE SEEKING NEW USES
FOR OUR MUSIC TO ADD VALUE

FOR OUR WRITERS AND FOR
OUR SHAREHOLDERS.




Alwit Kyyy




Gathy Dennls

Ervtigue: ighesioe




N

,‘j&' ?

£
it

W £stopa
Gorihiag v

Gy Coannhyers,




BLUR

PHIL COLLINS
COUNTING CROWS
DOVES

MS DYNAMITE

FOO FIGHTERS

GOO GOO DOLLS
HOOTIE AND THE BLOWFISH
MATCHBOX TWENTY
BETH ORTON
PRIMAL SCREAM
PRODIGY
SUPERGRASS
TEXAS

TRAIN
WALLFLOWERS
WILL YOUNG







Munsic Publishig

e
i

-
ok

Martin Bandicer

Colrary el OO BN N

EMT Music Publishing once again produced excellenn vesulis, with

a pardcularly sirong x(((m(l h. 11 Lo For the vear as awhole, turnover
grew 6.6% and net ]ml)lnlu vs share LR Operadng pmfn (FBITA)
mereased 2.7% 1o £107.81m.

e business wehieved cood growth across all income Wpes. In slnu
ol the difficule (un(lmnm in the recorded music market. mechanical
rovallies mereased 3.6%. yveflec ting market share gains as the sirdesy
to target hit songwriters continne (l 1o bewr firoit \l( chanical mmlllu Yt ULy
now comprise 55% of Music 2 ublishing’s turnover.

Performance revenne gresy stronghoan 13.8% -princpally because
ol strong US revenue \md U Iuh(nl share, l’u{mmmu vovalties form
21%. of murnover,

Svnchronisaton income was 15% of the totud Music Publishing ttunover
ane also macle sighificant gains in the vear, up 10.29% de spite the ditliculies
in the global (ul\( Tising nmll\m

In North Amenca, tomover increased 85.1% . led by strong gains im both :
pertormance and svnchronisation. Operating l)mln Wity xlwhll\ below i bl
Last vears Tevels, which included  setlement from MP3 Leom for copyright
infringements, One of the highlighis of the vear was the onstanding suceess
of the debut album from Alicia l\( ve,an artist who has bheen nmnuul by
EMI Music Publishing for niany years. Her album Nongs i A Minor s sold
over five million coptes i the US alone, ane she swon e awards ar thiy
vears Grammivs. To light of o stccess, EMI Visic Publishing was named
Musie Publisher of (hc Year In ASCAR BN and Biltbond nazwine,

Inthe UK, nornover vuprosed TO55 as woresnlt of SLPONG @adnis 11 o]
Meome BWpes, jmmnl vy perlorance vevenes which retlecued our
mpressive 28 45 charr share. nearh caual to the combined 1otals of
oo nearest competitors. These revenues sencrated a 25,95, inerease
e operating profi




Music Publishing
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I the rest of Europe, tmover grew 6.5%, diiven principally by an excellent
performanee i Germany, where we achieved an impressive 53.6% share of
the German Music Publisher Chavts for 2001

Other regions also performed well: Japan had strong suceess with Utada
Hikara and Fnya. Sowh East Asia, where we have seen asianilicant increasce
orevenue from ring tone deals. wsa reported good results, Despite

very ditficudt cconomice conditons, which had o significant impact on

the recorded music neaket, ENT Misic Publishing in Latin America
managed to srow operating profi.

Looking forward, we expect to retamn our market-leading POSION i1

music publishing through a combination of successtul new signings and

the continaion of owr imaginative exploitation of one of the world's most
miportant music publishing catalogues. We aim 1o enhanee profitability
frther through the ditigent conuol of overheads and by Inproving marging
where possible,

Newnedia continue 1o provide ns with exciting opportuniies (o enhance
our existing busmess and 1o create new revenue streams, Our expanded
wehsite permnits users 1o search our extensive catalogue inca variety of ways,
mcluding not only song e or writer, but also music genre, chart position,
age, mood and key words, T has already proved very successtul in driving
additonal revenue from a vaviety of sotuces,

Our sarong market share, owr ability (o masinise revenue from vaditdonad
sources, as well as awr energy and inmagination applied 1o creating new
revenne sources, mean that EMI Music Publishing is well placed for the
current finueial veaus
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Financial Review

Roger Faxon
Cronpy Chaet Frociad QfTen EME Croup

Trading and profit before tax
Turnover Operating profit’
2002 2001 Change 2002 2001 Change
£m £m % £m £m %
Recorded Music 20294 2,2820 {11.1) 83.1 2275 (63.5)
Music Publishing 416.4 390.7 6.6 107.8 105.0 27
Group total 24458 26727 (8.5) 190.9 3325 (42.6)

Return on sales 7.8% 12.4%

*Bafore operating exceptional ems and amortisation

Group turnover fell by £226.9m (8.5%), including £18.5m from exchange
on translaton. All regions except the UK had lower turnover in the vear
ended 31 March 2002 compared with the previous year. The most marked
falls were in Japan (£87.3m), North America (£60.2m) and Latin America
(£44.0m). Turnover in the UK grew marginally.

The decrease in turnover was entirely as a result of poor trading in
Recorded Music. Music Publishing generated turnover growth of 6.6%,
and showed increases in all categories of income.

Group operating profit (EBITA) decreased 42.6%, from £332.5m in 2001
to £190.9m in 2002, wholly as a result of a 63.5% drop in Recorded Music
operating profits, from £227.5m in 2001 to £83.1m in 2002.

Group tumover Group operating profit
by origin (£m) by origin (£m)
North LK Restof  Latin Asiy ROW North UK Restof  Latin Asia ROW
America Europn  America Paciic America Europe  America  Pacitic
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An explanation of trading performance is given in the Business Reviews
on pages 4 to11.

Group turnover for the second half fell by £149.8m (9.8%) to £1,378.8m,
of which.decrease £21.0m was attributable to exchange on translation.
Recorded Music sales were down £167.8m (12.6%), with decreases in every
region with the exception of the UK. Music Publishing, in contrast, grew
sales in the second half by £18.0m (9.1%), with increases in every region.

Group operating profit for the second half was £73.8m (33.3%) lower

than last vear, at £147.8m. This included a loss of £3.8m from exchange on
translation. Recorded Music profits were down £76.4m (45.6%) to £91.2m,
reflecting substantially lower profits in North America, Japan and South East
Asia which more than offset swong performances from the UK and
Continental Europe. Music Publishing increased its second-half operating
profit by £2.6m (4.8%) to £56.6m, driven principally by a strong
performance in the UK.

EMT'’s share of operating loss in associates fell from a loss of £3.8m in 2001
to a loss of £1.1m in 2002,

Group finance charges of £60.4m were £13.9m lower than the previous
year, principally because of the effect of lower interest rates, which more
than offset the impact of higher average debt levels.

At the year end, EMI had a 42.65% investment in HMV Group plc (formerly
HMV Media Group plc) that yielded adjusted pre-tax profits of £23.9m, an
increase of £18.8m compared with the year ended 31 March 2001. Within
this result, the joint venture operating profit improved by £10.2m to £44.6m,
reflecting improved wading throughout HMV Group, and the joint venture
finance charges dropped by £8.6m to £20.7m because of lower average

debt levels.

Adjusted profit before tax, amortisation and exceptional items (adjusted PBT),
fell £106.2m to £153.3m in the year ended 31 March 2002 (2001: £259.5m).

Other items affecting earnings

The group tax rate, before amortsation and exceptional items, and including
HMV Group, increased to 30.0% from 27.3% last year. The increase occurred
despite a substantial repayment of Advance Corporation Tax as a result

of paying Foreign Income Dividends, and was the result of the geographic
mix of profits in higher tax jurisdictions and the unavailability of tax relief

on certain losses ansing in the vear.

Amortisation of copyrights acquired and goodwill on acquisitions decreased
by £2.5m to £51.3m, mainly because of goodwill write-offs to the exceptional
charge during the year.



Financial Review
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The £242.4m operating exceptional charge relates to restructuring and
reorganisation costs, mainly within EMI Recorded Music. These costs include
a signiticant reduction in both headcount and the number of artists under
conuact. In addition, there are costs resulting from the substantial economic
decline in the Latin American region. Also included are costs related to

the closure of a number of loss-making satellite labels and the write-down

of certain assets, in particular goodwill.

HMV Group also incurred exceptional operating and non-operating costs,
of which EMI's share was £12.4m.

The minority interest charge has fallen from £12.7m to £8.5m, reflecting
the significant decrease in the profitability of our Japanese Recorded Music
business in the year under review.

The overall group result was a net loss of £199.5m, compared with a profit
of £79.2m last year.

Adjusted diluted earnings per share were 11.8p (2001: 21.9p). The Board
is recommending a final dividend of 3.75p per share to result in a total
dividend for the vear of 8.0p, halved from its level of 16.0p last year.

Cash flow and net horrowings

The net cash inflow from operating activities was £211.9m. After net new
investment in fixed assets, copyrights and other items of £39.7m, acquisitions
of £24.0m, tax paid of £22.3m, interest costs of £58.7m, equity dividends of
£125.3m and dwvidends to minority interests of £3.3m, net debt increased by
£61.4m. Net debt increased by a further £3.7m as a result of exchange rate
and other movements, reaching £1,057.9m at the vear end (2001: £992.8m).

Treasury management

Treasury policies

Treasury activities are carried out within a framework of policies and
guidelines approved by the Board, with conwrol and monitoring delegated
to the Treasury Management Conunittee which is chaired by the Group
Chief Financial Officer. These policies aim to ensure that adequate, cost-
effective funding is available to the group at all times and that exposure to
financial risks is minimised. The existing Treasury policies were reviewed by
the Board in April 2002 and have remained substantially unchanged
throughout the financial vear.

Financial instruments held by the group comprise derivatives, borrowings,
cash and liquid resources and other financial assets and liabilities. Their
purpose is to raise finance for the group’s operations. Treasury policies
prohibit their use for speculative purposes.

Funding and interest rate risk

For most of the year, funding was managed through the use of short-term
and medium-term committed and uncommitted bank facilities. At 31 March
2002, these comprised a US$500m 10year bond issued in 1999 and £1.3bn
of predominantly short-term bank facilities.



The group has taken a number of steps to refinance these bank facilities.

In April 2002, 2 new £1.3bn multi-currency revolving credit facility, with
maturities up to three years, was drawn to repay and cancel most of the
existing short-term bank facilities. In May 2002, it issued a £250m six-year
bond, which refinanced part of the revolving credir facility. Also in May, the
group received £122.9m net proceeds from the HMV Group flotation, which
were used to repay existing debt and to cancel part of the revolvi ng credit
facility. A further £19.4m is expected in July from the repayment of senior
preference shares. The group anticipates that it will similarly use subsequent
proceeds from the sale of non-core assets to repay and cancel parts of

this facility.

The group borrows in various currencies at fixed and floating rates, and
uses swaps, caps and collars to manage exposurg to interest rate fluctuations.
Treasury policy is to keep between 25% and 75% of borrowings at fixed

or capped rates. At the year end, 56% of borrowings were fixed or capped.
Financial mstruments held at 31 March 2002 to manage interest rate risk
are disclosed in Note 19(viii) on page 53.

Foreign currency risk

The group faces currency exposure from exchange rate fluctuation against
sterling. Balance sheet exposures are hedged to the extent that overseas
liabilities, inclucling borrowings, provide a natural hedge. Group policy is
not to-undertake additional balance sheet hedging measures, nor to hedge
protit and loss account translation exposure. Transaction exposures are
hedged, where there are materially large items that have a high probability
of occurring, with the use of forward exchange rate contracts.

No forward rate contracts were held at 31 March 2002, as disclosed in Note
19(viii)on page 53.

First and second
half anafysis
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Social Responsibility

Our Standards of Business Conduct set out the values by which we manage
our businesses. Foremost among these is integrity: honesty and openness

in all business and personal dealings both inside and outside the company.
This underpins a commitment to the fair treatment of all our stakeholders —
artists, employees, shareholders, customers, suppliers, governiments and
society at large ~ and is the cornerstone of our approach to corporate social
responsibility (CSR).

We recognise the growing interest in how companies manage social,
cthical and environmental issues. This is our tenth year of environmental
reporting (see insert opposite) and last year we reintroduced reportng

on our community involvement. In line with commitments made then,

we have begun to report some initial data on employment issues; we intend
to build on that in the coming vear.

We are pleased to be included in a number of CSR indices ~ the recently
launched FTSE4Good and the Dow Jones Sustainability Group Index -
and to have maintained a high media sector ranking in Business in the
Environment’s 2001 ‘Index of Corporate Environmental Engagement’.

Based on its performance during the year, our UK record company was
awarded a Queen’s Award for Enterprise; while the award recognises
achievements in international trade, one of the necessary thresholds

is to demonstrate responsible conduct in managing impacts on society
and the environment.

We engage in discussions oin CSR issues with stakeholders and, together
with other UK-based media organisations, have established a CSR Forum
to identity issues of relevance and develop consensus on best practice.

Employment

Responsibility for employment matters continues to rest with each business
operation under the umbrella of EMI Group’s policy and procechure
guidelines. These cover a range of issues and include:

— equal opportunity in a work environment that is free of discrimination
on the grounds of gender, nationality, ethnic or racial origin, non-job-
related disability or marital status. Approximately a quarter of our senior
management group is female;

— promotion of the highest levels of safe and healthy work practices. In
the UK — where we have studios, manufacturing and disaibution as well
as our various office operations — we had 10 reportable injuries/illnesses
(8 per 1,000 employees) and an average of 5.3 days’ absence through
iliness per employce. We incurred no health and safety enforcement
nouces Or Convictions;

—open and two-way conununication at all levels. This policy was particularly
put to the test this year due to our restructuring. We believe that a carefully
managed programme has ensured that redundancies have been handled
fairly and that employees affected are being treated well. Consultation,
voluntary redundancy, redeployment where possible, good severance terms
and retraining and outplacement were all key to the process.



IT'S TEN YEARS SINCE WE
STARTED REPORTING ON
OUR ENVIRONMENTAL
PERFORMANCE. THANKS

TO INCREASING LEVELS

OF AWARENESS AND HARD
WORK BY OUR OPERATING
COMPANIES, WE HAVE MIADE
GAINS WE CAN BE PROUD
OF. WE ARE PLEASED WITH
THE RECOGNITION THAT WE
HAVE RECEIVED FOR OUR
WORK IN THIS AREA BUT
THERE WILL ALWAYS BE
MORE THAT WE CAN DO.
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Community

The main areas of our community engagement and charitable support

are vouth and education, arts and culwure, health and human services, and
the local community. Two of the larger programmes that we suppott —the
Music Sound Foundation (MSF) and Masterprize — directly address the first
two of these,

The MSF is an independent UK-based charity whose aim is to help make
music education in all its forms — rock, pop, jazz, classical - available at all
stages of learning. The Trustees’ premise is that music is an important part
of a rounded education ~ providing children with self-confidence and self-
esteem as well as great pleasure. The MSF funds specialist performing arts
colleges, schools’ music education, instruments for students and training
for music teachers, and a selection of college bursaries.

Since first establishing the MSF in 1997, we have continued to support it
through annual donations and funding its administration ~ enabling it to
channel close to 100% of its gross income to music education. To date, the
MSF has donated £1.4m.

EMI is one of several founding sponsors of Masterprize, a biannual
international competition to promote contemporary composition. Now in

its third cycle, the competition aims to engage audiences worldwide in the
development of new music and has a complementary education programime
which involves youth orchestras in the UK in related workshops and
performances of the finalists’ compositions.

At a local level, our individual businesses continue to decide how best
to focus their community support. Current projects include:

— the launch in the US by EMI Music Distribution of an ‘Adopt-a-School’
parmership with Northridge Middle School in the Los Angeles school district.
An afterschool programme enables students to learn all aspects of the music
business, and links practical skills to character development ~ participants
form a record label and produce a CD with tracks that exemplify ‘six pillars’
of good character;

— the provision by EMI Recorded Music in the UK of financial, in-kind,
and mentoring support to the west London activities of “Youth at Risk’,
an international charity that designs and delivers innovative community-
based programmes to address gang violence and gang-related issues.

Following the wragic events in the US on 11 September 2001, we pledged
US$1m to help relieve the suffering that resulted from the attacks, Our

focus has been on helping the victims of the attacks and their families, both
civilians and rescue workers, though some of the relief funds we selected are
more broadly based. We have also co-operated with the requests of a number
of artists to make donations linked to sales of specific releases, including
Claudio Abbado's recording of Verdi's Requiem and Sir Paul McCartney’s single
Freedom, which he performed at the New York benefit concert.
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Directors’ Report

for the year ended 31 March 2002

The Chairman’s Statement, the Business Reviews and the
Financial Review in this Annual Report together contain
details of the principal operations of the Group and their
results during the year as well as likely future developments.

Dividend
An interim dividend of 4.25p per Ordinary Share was paid
on 1 March 2002, The Board is recommending a final
dividend of 3.75p per Ordinary Share, making a total of 80p
(2001: 16.0p). The final dividend will be paid on Tuesday,

1 October 2002 to Ordinary Shareholders on the register as
at the close of business on Friday, 6 September 2002, with the
shares going ex-dividend on Wednesday, 4 September 2002.

Substantial shareholders
As at 16 May 2002 the Company had been notified of the
following interests of 3% or more in its Ordinary Shares:

No. of % of capita
shares heid
Merrill Lynch & Co., Inc.
group of companies including Merrill .
Lynch Investment Managers Limited 84,432,965 1071
Schroder Investment Management
Limited 53,262,981 6.75
AXA S.A. and its subsidiaries 34,096,823 4.32
Prudential pic group of companies 29,519,271 3.74

Share capital
Changes in the Company’s share capital during the year are
set out in Note 25 on page 57

Employment policies
Information on the Group’s employment policies is given on
page 16.

Supplier payment policy

The Company negotiates payment terms with its suppliers

on an individual basis, with the normal spread being payment
at the end of the month following delivery plus 30 or 60 days.
It is the Company'’s policy to settle the terms of payment when
agreeing the terms of each transaction, to ensure that the
suppliers are made aware of the terms, and to abide by them.
The number of days’ purchases outstanding at 31 March 2002
is calculated at 25 days (2001: 17 days).

Charitable and political contributions

Charitable, sponsorship and fund-raising activities carried out
during the year within the Group contributed some £1.7m
(2001: £1.3m) to charitable organisations and communities
around the world. These included UK charitable donations
amounting to £0.1m (2001: £0.4m). No UK political
contributions were made (2001: £nil).

Research and development

Research and development is the responsibility of the Group's
businesses. During the year, Group expenditure on research
and development totalled £0.2m (2001: £0.1m).

Directors

The present Directors of the Company are named on
pages 18 and 19, All served as Directors throughout the
year, other than Mr AMJ I Levy and Mr R C Faxon, who
were appointed on 15 October 2001 and 5 February 2002,
respectively. Mr K M Berry and Mr A J Bates resigned

as Directors on 14 October 2001 and 4 February 2002,
respectively. Mr M Jackson resigned as a Director on 7 May
2002, following the completion of the acquisition of USA
Networks’ US entertainment division by Vivendi Universal.

Dr H Einsmann retires by rotation at the Annual General
Meeting pursuant to Article 112(A) and, being eligible, offers
himself for re-electon.

Mr Levy and Mr Faxon retire at the Annual General Meeting
pursuant to Article 112(B) and, being eligible, offer
themselves for election.

Mr HR Jenkins will retire as a Director at the conclusion
of the 2002 Annual General Meeting.

No Director had a material interest in any contract of
significance subsisting at the end of, or during, the year
involving any Group company, other than those who have

a service contract, those set out in Note 32(ii) on page 62
and Mr Berry, who had an option to purchase, at fair market
value, the house in Los Angeles that was provided to him
rent-free by the Group. This option has now lapsed.

Details of Directors’ interests in the shares of the Company
are set out in the Remuneration Report on pages 28 and 29.

Auditor

Resolutions to reappoint Ernst & Young LLP as the
Company's auditor and authorising the Directors to
determine its remuneration will be put to the forthcoming
Annual General Meeting.

Annual General Meeting

The 2002 Annual General Meeting of the Company will

be held at 11.30am on Friday, 19 July 2002 at the Hotel Inter-
Continental London, 1 Hamilton Place, Hyde Park Corner,
London W1. The Notice of the Annual General Meeting
accompanies this Annual Report. In addition to the
ordinary business of the meeting, resolutions will be put

to shareholders to give authority to the Directors to allot
shares, to disapply pre-emption rights and to purchase

the Company's own shares. Further explanations of these
matters are provided in the letter to shareholders that
accompanies the Notice.

Electronic Proxy Appointment (EPA) is being made available
for the first time for this year’s Annual General Meeting.
EPA enables shareholders to lodge their proxy appointment
by electronic means via a website provided by Lloyds TSB
Registrars at www.sharevoteco.uk; further informaton is
provided on the Proxy Form.

By Order of the Board
C P Ashcrofit
Secretary

20 May 2002



Corporate Governance

EMI is committed to high standards of corporate
governance. The Board considers that the Company has
complied throughout the year with the Code Provisions
set out in Section 1 of the Combined Code issued by the
Committee on Corporate Governance, apart from those
relating to the length of Directors’ service contracts, which
are discussed in the Remuneration Report on page 27.

Ernst & Young LLP has reviewed the Company’s statement
as to its compliance with the Combined Code, in so far as
it relates to those parts of the Combined Code which the
UK Listing Authority specifies for its review, and its report
is set out on page 31.

The remainder of this section provides an explanation of
how EMI applies the principles of good governance that are
set out in the Combined Code.

The Board

The Board of EMI currently comprises four Executive
Directors and four Non-executive Directors. All of the
Non-executive Directors are considered to be independent
of management and free from any business or other
relationship that could materially interfere with the exercise
of their independent judgement. The Board considers
that this includes Dr Harald Einsmann, who has been

a Non-executive Director since 1992, As reflected in

their biographies, which appear on pages 18 and 19, the
Directors have a wide and balanced range of experience
in multinational and consumer-orientated businesses.

Eric Nicoli is both Chairman and the senior executive officer
of the Company. Day-to-day executive responsibility for the
running of the Company’s two main businesses lies with
Alain Levy, as Chairman and Chief Executive Officer, EMI
Recorded Music, and Martin Bandier, as Chairman and
Chief Executive Officer, EMI Music Publishing, who each
report to Eric Nicoli. Given the roles of Mr Levy and Mr
Bandier, the Board considers that the appointment of an
executive Chairman, who brings complementary skills and
experience, is the most effective structure for EMI and is in
the best interests of both the Company and its shareholders.
It also appropriately recognises EMI's position as a listed
company, whilst avoiding duplication of roles and a resulting
diffusion of management responsibility. The Board further
considers that the nature and level of matters reserved

for decision, either to the Board as a whole or to standing
committees of the Board, appropriately limit the authority
of the Chairman and reflect the fact that the posts of
chairman and senior executive officer are combined

in one person,

It is the Board’s policy that, so long as the Chairman is also
the senior executive officer of the Company, the independent
Non-executive Directors should comprise a numerical majority
of the Board and that the senior independent Non-executive
Director should also be either sole or joint Deputy Chairman.,
During the financial year ended 31 March 2002 there were
five Non-executive Directors. The Board is taking action

to restore the number of Non-executive Directors to five
following the resignation on 7 May 2002 of Mr Jackson and
the impending retirement of Mr Jenkins at the conclusion

of the 2002 Annual General Meeting. Sir Dominic Cadbury
is the senior independent Non-executive Director.
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The Board as a whole considers the appointment of
Directors and executive appointments within the Board,
based on recommendations from the Nomination Committee.
The Articles of Association include a requirement that all
Directors should submit themselves for re-election by the
shareholders at least once every three years.

The Board meets at least six times each year, with additional
meetings or contact between meetings as necessary.

The programrme for each year is approved by the Board.
Currently, the programme includes reviews of strategy
together with the operations and results of the two main
business units, as well as the approval of annual budgets.
Actual results for the Group and individual business units
are reported to all Directors each month. At least once each
year the Board meets at the premises of one of the Group’s
business operations, to allow for presentations by, and more
detailed discussions with, local management.

These procedures, together with other regular and ad hoc
reports, are intended to ensure that the Board is supplied
in a timely manner with information that is appropriate to
the discharge of its duties.

The Board has delegated certain matters to standing
committees, details of which are set out below. However,

to ensure its overall control of the Company's affairs, the
Board has reserved certain matters to itself for decision.
These include the Group’s strategic plans and annual
operating budgets, significant acquisitions or disposals of
companies, businesses or assets, and significant contractual
commitments or items of expenditure, together with policies
relating to the Group’s treasury function, pensions, major
litigation, employee share schemes, and environmental and
ethical issues.

All Directors have access to the services and advice of the
Company Secretary. There are also procedures for Directors,
in appropriate circumstances, to obtain independent
professional advice at the cost of the Company.

The Executive Directors are permitted to take external
appointments as non-executive directors, usually up to a
maximum of two. They may retain the remuneration from
such appointments. All appointments must be approved

by the Board to ensure that they do not give rise to conflicts
of interest.



2 Corporate Governance

contnted

Board committees

The principal committees of the Board are the Audit,
Remuneration, Nomination and Executive Committees.
Reflecting the important role played by the independent
Non-executive Directors in ensuring high standards

of corporate governance, the Audit and Remuneration
Committees comprise all the Non-executive Directors.
Each committee has written terms of reference and levels
of authority and, except in the case of the Remuneration
Committee, minutes of meetings are circulated to

all Directors.

The role of the Remuneration Committee, which is chaired
by Sir Dominic Cadbury, is described on page 24. It meets
at least three times each year, The main responsibilities

and procedures of the other three principal Committees
are as follows:

Audit Committee — chaired by Kathleen O’Donovan and
comprising all the Non-executive Directors — makes
recommendations to the Board regarding the appointment
of the external auditor. Each year the Audit Committee reviews
the independence and objectivity of the external auditor
with a view to confirming that, in its view, the maintenance
of objectivity on the one hand and value for money on the
other have been kept appropriately in balance. In this
context, the Committee considers that it is appropriate for
the external auditor to provide to the Group tax compliance,
tax planning and other accounting services, including those
in connection with supporting and reporting on financial
representations in public documentation. The provision of
other services is considered on a case-by-case basis. The
Committee reviews the halfiyear and annual financial
statements, with particular reference to accounting policies
and practices, and the scope and results of the audit.

It also reviews the Group's system of internal control
including the risk assessment and audit plan of the Internal
Audit Department and other control procedures. The
Committee meets three times each year and its meetings
are normally attended by the Group Chief Financial Officer,
the external auditor and the Vice President, Internal Audit.
At least once each year the Committee meets with the
external auditor without the presence of Executive
Directors or other management.

Nomination Committee — chaired by Sir Dominic Cadbury
and comprising all the Non-executive Directors and the
Chairman — makes recommendations to the Board on the
appointment of Directors and the reappointment of Non-
executive Directors on the expiry of their three-year term
of appointment. The Committee meets when required.

Executive Committee— chaired by the Chairman and comprising
the chief executive officers of the Company’s two main
businesses, together with the Group Chief Financial Officer ~
is responsible for the approval of acquisitions, divestments,
capital expenditure and contractual commitments below

the level which the Board has reserved to itself for decision,
and for certain operational, administrative and other routine
matters. The Committee also regularly reviews and reports

to the Board on the performance of the Group’s businesses.
The Committee meets at least ten times each year and senior
Group executives regularly attend meetings.

Directors’ remumeration

The Remuneration Report on pages 24 to 29 gives
information about the Company's policy and procedures
in this regard, together with the Directors’ remuneration,

Directors’ responsibilities

UK company law requires the Directors to prepare financial

staterments for each financial year, which give a true and fair

view of the state of affairs of the Company and Group as well

as the profit or loss of the Group for that period. In preparing

those financial statements, the Directors are required to:

— select suitable accounting policies and then apply them
consistently;

— make judgements and estimates that are reasonable and
prudent; and,

— state whether applicable accounting standards have been
followed, subject to any material departures disclosed and
explained in the financial statements.

The Directors confirm that they have complied with these
requirements in preparing the financial statements on pages
320 63.

The Directors are responsible for keeping proper accounting
records which disclose, with reasonable accuracy at any time,
the financial position of the Group and enable them to ensure
that the financial statements comply with the Companies Act
1985, They are also responsible for safeguarding the assets of
the Group and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

Going concern

The Directors believe, after making inquiries that they consider
to be appropriate, that the Group has adequate resources to
continue in operational existence for the foreseeable future.
For this reason, they continue to adopt the going concern
basis in preparing the financial statements.



Internal control

The Board is responsible for the Group's systems of internal
control and for reviewing their effectiveness. These can only
provide reasonable, and not absolute, assurance against
material misstatement or loss,

The full Board meets regularly throughout the year and the
matters specifically reserved for its approval ensure that the
Directors maintain control aver significant strategic, financial
and compliance matters,

The Group has an established organisational structure
with clearly defined lines of responsibility and reporting.
The Board has devolved to executive management
responsibility for implementing and maintaining the
Group's system of internal control. Each business unit
operates in accordance with policies and procedures
applicable to all of the Group’s units.

The Group operates comprehensive annual planning,
financial reporting and forecasting processes, The Board
formally approves strategic plans and annual budgets.

The Group's performance is monitored against budget on
a monthly basis and all significant variances are investigated.
There are defined authorisation procedures in respect of
certain matters, including capital expenditure, investments,
the granting of guarantees and the use of financial
instruments. The Board also receives, twice yearly, a review
of all material litigation undertaken by or against the Group's
companies and considers the associated risks.

The strength of an internal control system is dependent

on the quality and integrity of management and staff: those
at senior levels are informed about their responsibilities as
to the maintenance of sound systems of internal conirol.

A routine Group-wide process, which requires key executives
and managers to certify their compliance with the Group’s
policies and procedures, reinforces this integrity.

The internal audit function operates as one Group-wide
department which monitors and supports the internal
control system and reports both to the Audit Committee and
the Group's senior management. The responsibilities of the
internal audit function include recommending improvements
in the control environment and ensuring compliance with
the Group's procedures and policies. The Audit Committee
reviews the risk assessment and audit plan prepared by the
Internal Audit Department.

An ongoing process for identifying, evaluating and managing
the significant risks faced by the Group has been in place

for the year under review and up to the date of this Report.
This process is regularly reviewed by the Board and accords
with the requirements of Internal Controk: Guidance for
Directors on the Combined Code.

23

During the year to 31 March 2002, significant potential risks
facing the Group have been assessed and graded in a process
involving line and functional management throughout the
Group, internal audit and Ernst & Young LLP. The controls
in place to manage or mitigate each risk were reviewed for
adequacy, and the processes to monitor and inform the Board
about control rmance were confirmed. This assessment,
which is reviewed by the Audit Committee, will be repeated
annually. The risk and control assessment is also shared

with senior management throughout the Group. During

the review of controls, particular attention was paid to those
in place to manage or mitigate any potential risks associated
with major artist investments.

The Board is aware of the ABI disclosure guidelines on social
responsibility and intends to review its risk assessment and
reporting arrangements to ensure it can comply fully in
future. Existing risk assessment procedures cover social,
ethical and environmental issues. An environment and
community report is also published annually.

The Audit Committee receives additional assurance on

the operation of internal control systems around the Group,
primarily from internal audit, which presents the conclusions
of its reviews twice a year. The external auditor also takes
internal financial control into consideration as part of its audit,
In addition, incidences of control failure and the internal
control implications of significant business issues are recorded
in a central register, from which a summary report is prepared
for the Audit Committee. Appropriate actions are taken

to rectify any control failures. Any significant new issues

and material changes to the risk environment are reported

at each Board meeting.

The processes by which the Board receives assurance on

the effectiveness of the control systems do not apply to HMV
Group plc, in which the Group had a minority investment
during the year ended 31 March 2002. Potential risks to EMI
were mitigated during the year through its representation
on the Board of HMV Group and rights under shareholders’
agreements,

Investor relations

The Group is committed to regular and open dialogue
with investors. The Executive Directors hold discussions
with institutional shareholders and analysts and, in addition,
there are general presentations after the announcement
of the half-year and annual results. Individual shareholders
have the opportunity to question the Chairman and other
Directors at the AGM and can meet them informally after
the AGM. Results announcements and other press releasés
are made available on the Group’s website as soon as
possible after their publicaton.
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Remumeration policy

The achievement of success in the highly competitive
worldwide music market depends critically upon the
Company's ability to compete for the management talent
necessary to secure, develop and promote recording artists,
composers and songwriters. EMI's remuneration policies have,
therefore, reflected the need to attract, retain and motivate
top calibre international management in the context of
remuneration levels and practices in the international music
and entertainment industry, many of which are set in the
US, Moreover, the majority of the Group's senior executives
are based in, or drawn from, markets outside the UK with
only 11% being based in the UK, with the result that much
of the compensation environment is set outside the UK. The
Group's remuneration policies also recognise that the Music
Publishing and the Recorded Music businesses operate in
distinct marketplaces. The levels and forms of remuneration
will continue to be tailored to the different marketplaces

in which the Group competes and to recognise the overall
importance of creative talent.

The recruitment of Alain Levy as Chairman and Chief
Executive Officer of EMI Recorded Music involved a
different balance between monetary and share-based rewards.
A significantly reduced level of base salary and cash bonus,

as compared to equivalent positions in other major record
companies, is coupled with a greater than hitherto level of share
options, including an initial grant with graduated exercise
prices, with exercise being subject to a further performance
condition requiring real growth in eamings per share.

As the restructuring of the Group’s Recorded Music business
has been implemented, the remuneration packages for many
senior executives have been revised to provide a greater link
between reward and performance, with incentives connected
to objective measures of performance. These include the use
of share options to reduce the element of fixed remuneration,
and bonus based on, for example, profitable increases in market
share, improvements in margins, the control of overheads and
the breaking of new acts.

The remuneration packages of the Executive Directors are
designed to help them attain, and encourage them to retin,
long-term interests in the Company's shares, and to align their
interests with those of the shareholders. Performance-related
elements represent a significant proportion, typically providing
some two-thirds of their total annual remuneration opportunity.

Remmmeration Committee

The Board has delegated to the Remuneration Committee
approval of the remuneration and employment terms of the
Executive Directors and other senior executives, including
pension rights and any compensation payments.

The Committee consists entirely of the Non-executive
Directors. It is chaired by Sir Dominic Cadbury, the Deputy
Chairman and senior independent Non-executive Director.
The names of the members of the Committee are listed on
page 19. The Chairman is invited to attend the Committee’s
meetings on matters other than those concerning himself,
and the Group Director, Human Resources, also attends.

The Committee has access to internal resources and has taken
external advice as and when it requires. In addition, to assist
itin monitoring the level and mix of remuneration packages,
the Committee has access to a number of music and general
industry remuneration surveys, both local and international,
covering a range of companies. The Committee takes into
account factors such as the nature, size, complexity and
international profile of those companies relative to EMI.

Elements of remuneration

Base salary and benefits

The Executive Directors’ base salaries are set by the
Committee and are normally reviewed annually. Benefits
typically include car, life assurance, retirement, disability
and healthcare plans.

Details of the base salaries and benefits for individual
Executive Directors are set out on page 28.

Annual borus

The Executive Directors and other senior executives are
eligible for an annual bonus based on profit performance
targets set by the Remuneration Committee for the Group
or individual business units. Under EMI’s Senior Executive
Incentive Plan (SEIP), performance is measured by reference
to a demanding target profit level at which the target award

is earned, and a maximum profit level at which the maximum
award is earned. Target and maximum awards are calculated
as a percentage of base salary. Any cash bonus earned is paid
immediately or, at the executive’s request, is made in the
form of a deferred share award, During deferral, the shares
do not earn dividends but, to encourage shares to be held,
the number of shares is increased by one-third if deferred for
three years and by two-thirds if deferred for at least six years.
These increases are included in reported remuneration only
at the end of the applicable deferral period.

For the year to 31 March 2002, Mr Nicoli's bonus opportunity
at target and maximum performance, respectively, was 40%
and 80% of base salary. The performance target for Mr

Nicoli was related to the Group’s profit after tax.

Mr Levy commenced employment on 15 October 2001 and,
under his service agreement, is entitled to a cash bonus in
respect of the year ended 31 March 2002 of up to £350,000.
The Board has agreed to award him the full bonus, reflecting
prog(x)'dm with the far-reaching restructuring plans announced
on 20 March 2002. For subsequent years, Mr Levy’s maximum
cash bonus is up to 200% of base salary, based on achieving
preset profit margin goals for EMI Recorded Music.

Mr Bandier’s bonus opportunity for the year was 50%

of base salary at target and 80% of base salary at maximum
performance. His performance target related to the economic
profit achieved by EMI Music Publishing, taking into account
the value of assets assigned to the business.

Mr Faxon was Chief Financial Officer of EMI Music Publishing
until 5 February 2002 and his bonus opportunity for the year
to 31 March 2002 was 40% of base salary at target and 80%
of base salary at maximum performance. His performance
target also related to the economic profit achieved by EMI
Music Publishing but will, in future years, be based on the
achievement of Group-wide performance targets.



Details of the bonuses achieved during the year by individual
Executive Directors are set out on page 28

Long-term incentives

Executive Directors and other senior executives have normally
been eligible each year for performance-related share awards
under the SEIP, calculated as a percentage of base salary. Each
year's award vested at the end of a three-year performance
period, the number of shares released depending upon Group
or business unit performance against profit targets for the
three-year period set by the Remuneration Committee. In
certain circumnstances, for example upon a change of control,
awards could be released before the normal vesting date.

As with the annual bonus, to encourage long-term interests
in the Company’s shares, executives could opt to defer the
share award for a further three-year period, with the number
of shares being increased by one-third at the end of the
deferral period.

In the case of the Executive Directors, release of the share
award was subject to a further performance requirement
related to the Group’s Total Shareholder Return, i.e. share
price growth plus the value of dividends paid. For SEIP awards
granted up to 31 March 2002 to be released, EMI's Total
Shareholder Return must have at least equalled the median
of those companies that comprised the FTSE 100 at the start
of the three-year performance cycle.

Share awards to the Executive Directors are noted in the
tables on pages 28 and 29, but are included in reported
remuneration only on release at the end of the three-year
performance cycle,

The current potential value of the performance-related share
award for Mr Nicoli at target and maximum performance,
respectively, is 60% and 120% of base salary.

Mr Levy does not participate in share awards under the

SEIP as, instead, he has received, and will receive in the future,
options under the Executive Share Option Scheme (ESOS).
At commencement of his employment, Mr Levy was granted
options over 10,000,000 shares at exercise prices ranging
from £3 to £7 per share, Mr Levy is also entitled to additional
grants of options over 2,000,000 shares each year. These levels
of grant reflect the fact that his base salary and potential cash
bonus is significantly lower than for equivalent positions in
other major record companies, and are designed to align

his interests closely with those of shareholders.

In place of the normal overlapping annual share awards based
on three-year performance cycles, Mr Bandier has been granted
a one-time share award under the SEIP of up to 1,250,000
shares, This award replaced Mr Bandier’s previously reported
one-time performance-related share award over 650,000
shares, which lapsed prior to the completion of the four-year
performance period to 31 March 2002, The new award will
be released at the end of a performance period ending on

31 March 2006, the number of shares released depending
upon EMI Music Publishing’s performance against aggregate
profit growth targets over the performance period. Because
Mr Bandier’s primary responsibility is to focus on the
performance of Music Publishing, release of this share award
18 not subject to the Total Shareholder Return test referred

to above.
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In certain circumstances the award may be released before
the vesting date, for example on termination of the executive’s
employment agreement because of breach by EMI or following
a change of control. The award lapses if, prior to the vesting
date, either Mr Bandier resigns voluntarily or his employment
agreement is terminated by the Group for cause (as defined
in the contract). The Committee considers that this one-time
share award reinforces the primary focus on achieving growth
in profits over the long run, as well as providing a strong
incentive for Mr Bandier to remain with the Group.

As a senior executive of the EMI Music Publishing business
during the year, Mr Faxon participated in the SEIP and his
outstanding award opportunities are included in the tables
on pages 28 and 29. On being appointed an Executive
Director, Mr Faxon received an initial grant of options under
the ESOS over 500000 shares. He is also entitled to future
annual option grants over 250,000 shares, representing
approximately 1.5 times base salary, and is eligible to receive
further grants of options under the ESQS,

Awards to Executive Directors under previous incentive plans
are detailed in previous years’ Annual Reports. The Executive
Directors’ share interests arising from the SEIP and other
incentive plans are noted on pages 28 and 29.

Restricted shares

Mr Bandier has also been granted a restricted share award
under the SEIP of 662,500 shares. These shares will vest no
earlier than 31 March 2006. The award is in lieu of additional
base salary and is not subject to performance requirements.
The aim of the award is to bring Mr Bandier's basic annual
remuneration into line with competitive practice in the US,
where he is based, whilst aligning his interests more closely
with those of the shareholders and providing him with a strong
incentive to remain with the Group, Mr Bandier's previously
reported restricted share award over 350,000 shares vested

on 31 March 2002,

Mr Bandier’s restricted share award will lapse if, prior to
the vesting date, he resigns voluntarily or his employment
agreement is terminated for cause. All or part of the award
may also vest before the planned vesting date in certain
circumstances, including if the executive’s employment
agreement is terminated without cause, or upon a change
of control.

Mr Nicoli was granted a restricted share award under the SEIP
of 65,000 shares, which vested on 31 March 2002. The award
provided Mr Nicoli with a replacement for lost potential value
from employee share incentives operated by his previous
employer and was not subject to performance requirements.

Whilst in certain circumstances these restricted share awards
may lapse or be released before the vesting date, a proportion
of their value is included in reported remuneration each
year. As described in Note 15 on page 48, entitlements to
performance-related and restricted share awards under the
SEIP are met from shares purchased in the market and held
by the EMI Group General Employee Benefit Trust and,
therefore, do not dilute shareholders’ equity.
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Share options

As described above, in the year ended 31 March 2002,

Mr Levy and Mr Faxon were granted options under the
ESOS. In both cases the options were in lieu of performance-
related awards under the SEIP. The UK-based Executive
Directors are also entitled, together with all other eligible
employees, to apply for options, normally annually, under
the Savings-Related Share Option Scheme (ShareSave),

The Executive Directors’ grants of share options are noted

on page 29, Executive share options are normally exercisable
between three and ten years from the date of grant and,

if granted on or after 25 August 1995, only if performance
targets set by the Remuneration Committee are met. The
target set for these options relates either to the Group's Total
Shareholder Return or, more recently, the increase in its
Adjusted Earnings per Share at a rate of 2.5% or 3% above
the compound growth in the UK retail prices index, The
aggregate exercise price of outstanding executive options
over new issue shares is limited to four times annual earnings,
with any excess being granted over shares purchased in the
market by the Employee Benefit Trust,

Retirement benefits and contributions

The UK-based Executive Directors are executive members
of the UK Pension Fund, which provides them, on normal
retirement at age 60, with a pension of up to two-thirds of
base salary. Members contribute 4% of base salary. On death
there is a spouse’s pension of two-thirds of the member's
pension (ignoring the impact of any exchange of pension for

a lump sum on retirement), plus child allowances if applicable,

An early retirement pension may be paid on leaving on
or after age 50, but the pension is reduced by %% for each
month that pension starts earlier than age 60, Subject to the
Company’s consent, the reduction applied may be less.

Transfer values are calculated on a basis that assumes the
pension would be drawn at the earliest date where no
reduction would apply and with allowance for future pension
increases (both before and after pension commences) to
reflect the past practice of granting increases greater than
those guaranteed.
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Up to age 65, the whole of a pension in payment is guaranteed
to increase by LPI (the lower of the previous year's increase
in the Retail Prices Index and 5%). After age 65, the pension
in excess of the Guaranteed Minimum Pension or GMP (that
part of the pension which replaces the State Earnings Related
Pension) is guaranteed o increase by LPI while that part of
the GMP which built up since 6 April 1988 is guaranteed to
increase by the lower of the previous year's increase in the
Retail Prices Index and 3%.

For those joining the UK Pension Fund after 31 May 1989,
the ‘Cap’ ﬂas defined in the Finance Act 1989) limits for
pension purposes to £97.200 from 6 April 2002 (2001; £95400).
The Company therefore makes contributions to a separate
defined contribution plan that provides additional benefits
to those affected by the Cap. Executive Directors affected by
the Cap and the after-tax value of contributions, expressed
as a percentage of base salary in excess of the Cap, which the
Company paid to the defined contribution plan in respect
of them, were:

MrELNicoli 33.42%

MrAM]I 30%

MrAJBates  33.9%

Mr Bandier participates in EMI Music’s US defined
contribution plans, which aim to provide a pension at normal
retirement date of 50% of pay. Contributions to the plans
were 14% and 33.45% of pay by Mr Bandier and the Group,
respectively. Consistent with US practice, pay for this purpose
includes the value of annual cash bonuses under the SEIP.

Mr Faxon participates in the Group's US deferred
compensation, 401 (k) savings and executive retirement
defined contribution plans. Contributions to the plans
were 6% and 50% of base salary by Mr Faxon and the

Group, respectively.

Defined benefit plan only
Accrued pension entitiement
Directors’ Company Total a st
Bi e v e SR
Yoars £500 £000 R pa £1000 pa

Executive Directors:
E L Nicoli 51 4 299 2 5
M N Bandier 60 515 1,230 - -
A M J I Levy (mppointed 15 octaber 2003) 55 2 1220 1 1
R C Faxon (sppointad 5 February 2002) 53 14 34 - -

Former Directors:

K M Berry (resigned 14 tctober 2001) 50 - nil 129 387
A ) Bates (resigned 4 February 2002) 45 3 242 3 29

-mwmmumma;mmmmmmmm
up to 31 March
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{2001: £196,376)



Service contracts

The Combined Code recommends that one-year notice
periods or contract terms be set as a firm objective for
directors. However, fixed-term contracts of three or more
years are the norm for senior executives in the global
entertainment industry. In the light of such competitive
practices, the Board considers that it is in the best interests
of the Company and its shareholders to retain the flexibility
to compete for top executive talent through the ability

to offer contract terms in excess of one year.

Mr Nicoli has a service contract terminable on one year’s
notice. Following a change of control of the Company, the
notice period from the Company will be two years. Any
compensation payable to Mr Nicoli on early termination

of his service contract would be subject to a requirement
to mitigate, except that in the case of termination following
a change of control of the Company, the first year’s
compensation would not be subject to this requirement,

Mr Levy and Mr Faxon have service contracts which allow
the employer to terminate the contract at any time without
notice, with a specified severance payment (broadly, base
salary, benefits and target bonus for one year) being payable
on termination by the employer without cause (as defined in
the contract). The executive may also terminate the contract
at any time for good reason (as defined in the contract), in
which event a similar severance payment is payable. In the
light of competitive music industry practice, where one-year
contracts are unusual, there is no obligation on the executive
to mitigate or to offset any earnings from alternative
employment during the year following termination against
the severance payment. In other circumstances, the executive
must give one year's notice (six months’ by Mr Levy)

of termination.

Mr Bandier’s agreement is similar, but provides for a severance
payment of, broadly, base salary, benefits and target bonus for
two years, The Remuneration Committee considers that these
terms for Mr Bandier are appropriate in view of competitive
practice in the US, where he is resident, and the fact that the
employment agreement is intended to secure his services
unul retirement at age 65.

Following a change of control of the Company, the specified
severance payments for Mr Levy and Mr Faxon would be
based on base salary, benefits and target bonus for two years.
Additionally, following a change of control, Mr Bandier

is entitled to terminate his service contract after a one-year
transitional period and to receive a severance payment

as if he had terminated the contract with good reason.

Mr Bandier’s contract also provides for its automatic €xpiry
on 31 March 2006.
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Non-executive Directors

Fees for Non-executive Directors were increased by 7%
during the year. Each Non-executive Director receives a basic
fee, which is inclusive of all committee memberships. Sir
Dominic Cadbury receives a further amount in respect of his
additional duties and responsibilities in his capacity as Deputy
Chairman and senior independent Non-executive Director.
Kathleen O’Donovan also receives a further sum for chairing
the Audit Committee. The level of these fees is set by the Board
and the Non-executive Directors take no part in the discussion
and do not vote on the matter. The Non-executive Directors
do not participate in the Company’s incentive, share option or
retirement plans, nor do they have service contracts, but each
appointment is subject to review at least every three years.

Former Executive Directors

During the year, the employment of Ken Berry as Chief
Executive Officer of EMI Recorded Music, and of Tony Bates
as Group Finance Director and Executive Vice President and
Chief Financial Officer of EMI Recorded Music, was terminated
by mutual agreement. Mr Berry left employment and ceased
to be a Director on 14 October 2001. Mr Bates ceased to be a
Director on 4 February 2002 but will continue to be employed
by the Company until 31 May 2002, The table on page 28
gives details of the payments to each of them in connection
with the termination of their employment, which reflect their
contractual entitlements. These payments were prescribed by
the terms of the executives’ employment agreements, which in
turn reflected competitive industry practice. The entitlement
to such payments on termination of employment has been
disclosed in the Group's Annual Reports for all years since

the employment agreements were entered into. As explained
in the tables, certain restricted share awards, as well as shares
granted in respect of previous bonus entitlements, vested upon
termination of employment. All other contingent share awards
have lapsed, or will lapse, since the relevant performance
conditions have not been, or will not be, met.
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Remuneration detalls
Annual remuneration®
s e P
or fees of office honus in yoor in
£000 £'000 £000 £000 £000 £
Executive Directors:
E L Nicoli 631.2 - 54.3 - 685.5 9094
M N Bandier® 2,045.4 - 448 1,636.4 3,7266 26398
A M J | Levy (apporntad 15 October 2002) 317.2 - 711 350.0 738.3 -
R C Faxon (spoointed 5 February 2002) 67.2 - 4.7 315 103.4 -
K M BerTy resigned 14 octoner 2001) 11364 60762 2355 - 74481 29755
A J Bates (esigned 4 February 2002) 5200 1,7191 37.2 - 2,276.3 731.8
Sir Colin Southgate (esigned 16 1y 1999) - - - - - 0.9
@ Directors:
Sir Dominic Cadbury 53.1 - - - 53.1 50.4
H Einsmann 324 - - - 324 304
M R Jackson 324 - - - 324 30.4
H R Jenkins 324 - - - 324 304
K A O’Donovan 374 - - - 37.4 35.4
Total 2002 4,906.1 7,795.3 447.6 2,017.9 151659 -
Total 2001 4,806.4 - 5239 2,104.1 - 7,434.4
:&Mudumﬂg:mm%(wﬂhwm%)wmmdmmmwumasrepomdmmu:leshmnbem
i mmgmmmsmmmusMamm.mwmmwmmmmmmm;a.
Remuneration from prior-yesar share awards ceasing to be contingent
£ i
Awarcs valug® Awards valye*
No. of shaves £000__No, of shaves £000
Executive Directors:
E L Nicoli 21,667 788 21667 98.5
M N Bandier 87,5000 3172 87500° 397.7
A M J I Levy (appointed 15 Octaber 2001) - - - -
R C Faxon (appointed 5 Februsey 2002) - - - -
Former Directors:
K M Berry iesigned 14 october 2001 229912 784.6 181250° 8238
A J Bates (esgned 4 Fabruary 2002) 75,344° 2731 48443 2902
Sir Colin Southgate (esigned 16 1y 1998) - - 19,555 88,9
Total 414423 14534 358415 1,629.1

'Thevamlsbasedonﬁwmpﬂummdmmatmmmwbe
'Asmfermdmonwzs.ﬂ\esehwlweaoromwremd
dmmmmmmabemmbemmmm.

share gwards 10 match
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Directors’ interests
Directors’ interests (all beneficial) in the Company’s Ordinary Shares of 14p each®
As at
Avat A
31 March
Total 2002 Total if later
shares Of which shares Of which
held Othar: heid Other*
Executive Directors:
E L Nicoli* 138,032° 133982 71610 67722
M N Bandier 155,060* - 155,060 -
A M J | Lavy tsppointsd 15 Getaber 2001) 700,000 = 200,000 -
R C Faxon (sppointed 5 February 2002) 220027 183,554 220027 183554
Sir Dominic Cadbury 20,000 - 5000 -
H Einsmann 1,800 - 1,800 -
M R Jackson 739 - 739 -
H R Jenkins 1101 - 1,101 -
K A O'Donovan 2,000 - 2,000 -
B o e o of b oromin s i o
Ougmm o mwmmwwm(ae meﬂ:mhi\e mmw =nd/or are no longer subject re).

of i also have mgent share iy
%%MIM,WM';mmhMCuWammmbydemmﬂn

EMI Personal Plans.
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reimvestment of dividends

mmwemﬁmhwm«mmuwhmmmsmwm
mmmmmwnymmsnauwuummwmwmmm



B

Directors’ restricted and contingent share awards under long-term incentive plans®

Totni restricted

share awards Total
Inchudad In restricted and
1 Aprit 2“6’0“1t Contingent awards m' for the share m'
or date of shares incdedin  becorning As ot JfSite Restricted - ot
e t, Lapsad 21 March March  shate awards 31 March
if later in year in year" in year in year 2002 2002° vested in yeur 2002

Executive Directors:
E L Nicoli 423,774 251,235 (21,667) - (190909) 462433 65000 (65,000) 462433
Mhlx Bandier* 1,029,751 1912500 (87,500) ~  (650000)2,204,751 350,000 (350,000)2,204,751
AMJILevy - - - - - - - - -
R C Faxor* 533,828 - - ~ (115074) 418,754 - - 418754

Former Directors:

K M Berry' 1856411 72085 (181,250) (48,662) (1692682) 5902 725,000 (725,000) 5,902
A J Bates* 484426 213674 (75,344) (30002 474,067) 118687 129161 (129161) 118687

a share awards are dependent on future parformance and/or
°23memmpap25.mmmammm

these awards could lapse or ba released before the
Includes potential awards of 1,250,000 Performance

:ciru.msta'\oes
“Appointed 15 October 2001,
*Appointad 5

February 2002.
'nasw14omf2munmismwummmmeeny'smmmmm
mmmmmhrmwmwwmawws.mmmlmwmaomzooa.

'Resuud.asaDlmcnoron4Febmary2002.0rme
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such awards is dep

on the ach

avallable for

Subject to forfeiture. The figures shown therefore
of restricted share awards to mach 20N COstE Mo

Include those
Veesting of this award

awards, thase over 474,067 shares will Iapse on or before 31
releasa. Awards over the balance of 118,687 shares
of perfe targets, otherwise the awards wilt lapse.

date,
Restricted Shares made to Mr Bandier under the

reflact the maximum possible
;wmmmhmmawumm.mmmhm

temns of his service contract, as detalled on page 25.

potertial share interests.
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Directors’ share options over Ordinary Shares of 14p each®

1 Apnil 2%0?.
of date of As st
Date Exercise Granted 31 March
granted price if later in year 2002
Executive Directors;
E L Nicoli 3 June 1999 440,000p 60,000 - 60,000
21 December 2000° 442.000p 3,817 - 3,817
Total 63,817 - 63,817
M N Bandier 25 August 1995 590.315p 253,084 - 253,084
23 August 1996 734.500p 60,000 - 60,000
6 June 1997 575.000p 52,144 - 52,144
Total 365,228 - 365,228
AMIJIllewy 15 October 2001 300.000p - 3,000,000 3,000,000
(appointed 15 October 2001) 15 October 2001 400.000p - 3,000,000 3,000,000
15 October 2001 500.000p - 2,000,000 2,000,000
15 October 2001 700.000p - 2,000,000 2,000,000
2 January 2002 357.300p - 2,000,000 2,000,000
Total - 12,000,000 12,000,000
R C Faxon 23 August 1996 734.500p 67,500 - 67,500
(appointed & February 2002) 6 June 1997 575.000p 50,326 - 50,326
5 February 2002 305.000p - 500,000 500,000
Total 117,826 500,000 617,826
Former Directors:
K M Berry* 22 July 1994 534.000p 200,000 - 200,000
(resigned 14 October 2001) 25 August 1995 747.000p 231,500 - 231,500
23 August 1996° par (14p) 54,146 - 54,146
23 August 1996° par (14p) 62,672 - 62,672
23 August 1996 734.500p 430,000 - 430,000
6 June 1997 575.000p 206,778 - 206,778
5 June 1998 531.500p 16,000 - 16,000
Total 1,201,096 - 1,201,098
A J Bates® 23 August 1996 734.500p 67,500 - 67,500
(resigned 4 Fabruary 2002) 27 March 1997° 466.000p 3,700 - 3,700
6 June 1997 575.000p 51,672 - 51,672
Totai 122,872 - 122872
“No Directors’ sharg wereei&\eraxemiudorlapsedhﬂ\sm.Thsmbw.ﬂ'lewtalﬁuhMmmmdmmmm(mtﬂm.mmmmmuﬂ

options
31 March 2002 was 362,5p. The range of cl during
mmmmmmmmmmmmmm;mmmu

for a skmonth

loging midmavket share prices

the year was 214p to 505p. Exacutive share
options

exprcisable

options e nomnally during the period commencing no eaviier
mmmm%mlmummwmmmm.m

o a fiveyear ShareSave contract.
srmopﬁonsupm140mw2002ﬂ230cwber2002.rmly.
wan made 1o each option but, as the Inland Revenue would not
m.hmdmm.asmwmmmm.mmm
3 inal option to which it relates.
, the first anniversary of the date on which he ceased to be an
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Auditor’s Report

Independent Auditor’s Report to the members

of EMI Group plc

We have audited the Group’s financial statements for the
year ended 31 March 2002 which comprise the Consolidated
Profit and Loss Account, Consolidated Balance Sheet,
Company Balance Sheet, Consolidated Cash Flow Statement,
Consolidated Statement of Total Recognised Gains and
Losses, Reconciliation of Consolidated Shareholders’ Funds
and the related notes 1 to 34. These financial statements
have been prepared on the basis of the accounting policies
set out therein,

Respective responsibilities of Directors and Auditor

The Directors’ responsibilities for preparing the Annual
Report and the financial statements in accordance with
applicable United Kingdom law and accounting standards
are set out in the Statement of Directors’ Responsibilities.

Our responsibility is to audit the financial statements in
accordance with relevant legal and regulatory requirements,
United Kingdom Auditing Standards and the Listing Rules
of the Financial Services Authority.

We report to you our opinion as to whether the financial
statements give a true and fair view and are properly prepared
in accordance with the Companies Act 1985. We also report
to you if, in our opinion, the Directors’ Report is not consistent
with the financial statements, if the Company has not kept
proper accounting records, if we have not received all the
information and explanations we require for our audit, or

if information specified by law or the Listing Rules regarding
Directors’ remuneration and transactions with the Group

is not disclosed.

We review whether the Corporate Governance Statement
reflects the Company’s compliance with the seven provisions
of the Combined Code specified for our review by the Listing
Rules, and we report if it does not. We are not required

to consider whether the Board’s statements on internal
control cover all risks and controls, or form an opinion

on the effectiveness of the Group's corporate governance
procedures or its risk and control procedures.

We read other information contained in the Annual

Report and consider whether it is consistent with the audited
financial statements. This other information comprises the
Directors’ Report, Chairman’s Statement, Business Reviews,
Financial Review and Corporate Governance Statement. We
consider the implications for our report if we become aware
of any apparent misstatements or material inconsistencies
with the financial statements. Our responsibilities do not
extend to any other information.
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Basis of audit opinion

We conducted our audit in accordance with United Kingdom
Auditing Standards issued by the Auditing Practices Board.
An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial
statements. It also includes an assessment of the significant
estimates and judgements made by the Directors in the
preparation of the financial statements, and of whether

the accounting policies are appropriate to the Group’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain

all the information and explanations which we considered
necessary in order to provide us with sufficient evidence

to give reasonable assurance that the financial statements
are free from material misstatement, whether caused by
fraud or other irregularity or error. In forming our opinion
we also evaluated the overall adequacy of the presentation
of information in the financial statements.

n
In our opinion the financial statements give a true and
fair view of the state of affairs of the Company and of the
Group as at 31 March 2002 and of the loss of the Group
for the year then ended and have been properly prepared
in accordance with the Companies Act 1985.

Ernst & Young LLP
Registered Auditor
London

20 May 2002



32 Consolidated Profit and Loss Account

for the vear ended 31 Mach 2009

Toial Joirt vanture
HIV Groug plo
Notes £m £m
Tumover:
Total (including joint venture) 3,153.7 707.9
Less: joint venture tumover (707.9) (707.9)
Group tumover 1 24458 -
Cost of sales 2 (1,726.5) -
Gross profit 719.3 -
Distribution costs 2 (122.5) -
Administration expenses 2 (708.9) -
Other operating income, net 2 161 -
Group operating (loss) profit 183 (101.0) -
Share of operating profit in joint venture before exceptional items 4.6 44.6
Share of operating exceptional items in joint verture (10.3) (10.3)
Share of operating profit in joint venture A3 24.:
Share of operating losses in associated undertakings 2.9) -
Total operating (loss) profit (69.8) 343
Non-operating exceptional items 9 - -
(Loss) profit before finance charges (69.8) 34.3
Finance charges:

Group (including associated undertakings) (60.4 -
Joint venture before exceptional items (20.7; (20.7)
Joint venture —exceptional tems (2;1‘ (2.1)]

Joint venture 22.8 22.8

Total finance charges & 83.2) {22.8)
(Loss) profit on ordinary activities before taxation (152.8 115

Taxation on profit on ordinary activities 7 (38.2 (7.9)
(Loss}) profit on ordinary activities after taxation (191.0) 41

Minority interests (equity) (8.5) -

(Loss) profit attributable to members of the Holding Company (199.5) 41

Dividends (equity) 8 (62.2

Transfer from profit and loss reserve (261




Yeur anded 31 March 2002 Year ended 31 March 2001
NM(MWM-.E.) ME"'!WG'DW(MNHMVG'M ple) o @o{“gmp': %
Rems (Nots 9) and Items (E&m
amortsation
£m &m £m £m
- - 662.6 3,335.3
- - (662.6) (662.6)
— - _ 2,672.7
(133.8) (42.6) - (1,739.2)
(133.8) (42.6) - 933.5
(7.6) - - (136.9)
(131.5) (52.4) - (608.5)
(19.0) - - 49.4
(291.9) {95.0) - 2375
34.4 344
- - 344 34
(1.8) 1.7 - (5.5
(293.7) (96.7) 34.4 266.4
(293.7) (96.7) 344 266.4
- - - (74.3)
(29.3) (29.3)
- - (29.3) (29.3)
- - (29.3) (103.6)
(293.7) (96.7) 5.1 162.8
7.8 - (1.4) (70.9)
(285.9) (96.7) 37 91.9
6.7 41 - (12.7)
(279.2) 92.6) 37 76.2
(125.2)

(46.0)




M Balance Sheets
a5 March 20002

= o
Notes nﬂnn £m £m £m
Fixed assets
Music copyrights 1 518.2 546.8 - -
Goodwill 12 34.0 61.1 - -
Tangible fixed assets 13 2773 306.8 13.6 17.2
Investments: subsidiary undertakings 14 - - 2,386.7 23165
investments: joint venture (HMV Group plc) 14 - - 96.5 96.5
Investrents: associated undertakings 14 71 26.0 0.6 0.6
Other fixed asset investments 14 224 226 0. 0.2
Investments: own shares 15 13.1 14.4 13.1 14.4
8721 9777 2510.7 24454
Cument assets
Stocks 18 43.0 46.1 - -
Debtors: amounts falling due within one year 17 763.7 868.9 1,176.1 1,186.7
Debtors: amounts falling due after more than one year 17 1338 1154 0.6 0.7
Deferred taxation 23 17.1 204 - -
Investments: liquid funds 18 0.7 0.7 - -
Cash at bank and in hand and cash deposits 18 85.7 136.9 6.5 374
1,0440 11,1884 1,1832 12248
Creditors: amounts falling due within one year
Borrowings 18 (77.0) (662.9) - -
Other creditors 2 {1,297.1) (1,3581) (78.2) (130.5)
‘ (2,068.1) (2,021.0) (78.2) (130.5)
Net current assets (labllities) (2,024.1) (832.6) 1,1050 1,094.3
Total assets less cument labilities (162.0) 1451 3,615.7 3,539.7
Creditors: armounts falling due after more than one year
Borrowings 18 (373.3) (467.5) - -
Other creditors 22 (274) (28.9) (597.0) (574.0)
(400.7) (496.4) (597.0) (574.0)
Provisions for liabliitles and charges
Deferred taxation 23 (34) (3.6) - -
Other provisions 22 (1731) (116.7) (104) (16.0)
Investments: joint venture (HMV Group pic) 14
Share of gross assets 2033 191.9 - -
Share of gross liabilities (363.2) (360.2) - -
(159.9) (168.3) - —
(3364) (2886) (10.4) (16.0)
(889.1) (639.9) 3,008.3 2,049.7
Capital and reserves
Calledup share capital 2% 1104 1104 1104 1104
Share premium account 25 4458 4456 4458 4456
Capital redemption reserve 2 4958 4958 495.8 495.8
Other reserves 26 256.0 256.0 4364 456.9
Profit and loss reserve (including goodwill previously written off) 26 (2,338.2) (2,0840) 1,5199 14410
Equity shareholders’ funds (1L,030.2) (776.2) 3,008.3 2,949.7
Minority interests (equity) 27 1411 136.3 - -
(889.1) (639.9) 3,008.3 2,949.7
Eric Nicoll
Rogler Faxon
Directors

20 May 2002



Statement of Total Recognised Gains and Losses %
for the vear ended 31 ALarch 2002
2001
£m Mﬂ;l £m £m
(Loss) profit for the financial year
Group (202.0) 823
Joint venture 4.1 3.7
Associated undertakings (1.6) (4.0)
{Loss) profit for the financial year — as reported (199.5) 82.0
Currency translation — Group* (6.5) (11.2)
Currency translation - joint venture and associated undertakings 0.5 (0.6)
Other recognised losses (6.0) (11.8)
Total recognised gains and losses relating to the year (205.5) 70.2
Prior-year adjustments 122 -
Total gains and losses since last Annual Report (193.3) 70.2

"Net Gurrency gains of £1.5m (2001; £13.6m), which relate to foreign cmency borrowings to finance investment oversaas, and the related tax charge of £nil (2001; £5.5m), have been included within the
transiation

Group curmency movement on reserves,

Reconciliation of Movements in Shareholders’ Funds

for e voar ended 31 March 2002

2001

2002 Restated

£m £m £m £m

Opening shareholders’ funds — as reported (788.4) (727.6)

Prior-year adjustments (see Note 26) 12.2 15.0

Opening shareholders’ funds (restated) (776.2) (712.6)
(Loss) profit for the financial year (199.5) 82.0
Prior-year adjustment - (2.8)
Dividends (equity) (62.2) (125.2)
Other recognised losses (6.0) (11.8)
Goodwill adjustments 9.9 (4.9)
Share of joint venture reserves adjustment 3.6 (2.4)
Shares issued 0.2 1.0

Net decrease in shareholders’ funds for the year (254.0) (63.6)

Closing shareholders’ funds (1,030.2) (776.2)




36 Consolidated Cash Flow Statement

for the year ended 31 March 2002

2002 2001
Notes £m £m
Net cash inflow from operating activities 219 3148
Dividends recelved from associated undertakings 14 0.7 0.3
Retums on investments and servicing of finance
Interest received 10.3 15.4
interest paid (68.8) (90.7)
Interest element of finance lease payments (0.2) (0.3)
Dividends paid to minorities (3.3) (25.2)
Net cash outflow from retums on investments and servicing of finance (62.0) (100.8)
Tax pald (22.3) (48.5)
Capital expenditure and financial Investment .
Purchase of music copyrights 1 (10.6) (6.4)
Purchase of tangjble fixed assets 13 (39.2) (42.8)
Sale of tangible fixed assets 10.1 17.8
Purchase of investments: own shares 15 (1.9) (1.2)
Purchase of other fixed asset investments 14 - (1.2)
Sale of other fixed asset investments 01 0.4
Purchase of associated undertakings 14 (3.6) (0.8)
Loans repaid by (made to) associated undertakings 1 08 (11.2)
Disposal of associated undertakings 19 -
Net cash outflow from capital expenditure and financial investment (42.4) (45.4)
Acquisitions and disposals
Purchase of businesses net of cash acquired 31 (22.8) (10.8)
Deferred consideration paid (1-4) (3.9)
Net cash outflow from acquisitions and disposals (24.0) (14.7)
Equity dividends pald (125.3) (125.2)
Net cash outflow before management of liquid resources and financing {63.4) (19.5)
Issue of Ordinary Share capital 0.2 1.0
Management of liquid resources 20 51 38.9
Financing:
New loans 20 460.3 240.1
Loans repaid 20 (458.8) (312.5)
Capital element of finance leases repaid 20 (11) (1.2)
Net cash inflow (outflow) from management of liquid resources and financing 59 (33.7)
Decrease in cash 20 (57.5) (53.2)
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2002 2001
Notes £m £m
Group operating (loss) profit (101.0) 2375
Depreciation charge 13 51.0 57.0
Amortisation charge:
Music copyrights 1 43.5 426
Goodwill 12 6.0 9.5
Fixed asset write-down 13 11 -
Goodwill write-down — subsidiaries 12 29.3 -
Goodwill write-down — associated undertakings 14 85 -
Associate write-down 14 7.0 -
Amounts provided 24 107.2 14.1
Provisions utilised:
Disposals and fundamental reorganisations 2% (12.5) (7.4)
Other (16.9) (23.6)
Decrease (increase) in working capital:
Stock 2.6 (4.6)
Debtors 63.9 (104.6)
Creditors 22.2 94.3
Net cash inflow from operating activities 2119 314.8




Accounting Policies

Basis of preparation

The consolidated financial statements are prepared under
the historical cost convention and in accordance with
applicable accounting standards. The results for the

years ended 31 March 2002 and 31 March 2001 represent
continuing operations.

The geographic segments shown in Note 1 have been revised
to reflect more accurately the way the business is currendy
managed. The prior-year comparatives have been restated

to reflect this,

Basis of consolidation

The consolidated financial statements comprise the
accounts of the Company and its subsidiaries, The results

of all subsidiaries are taken from their accounts made up

to 31 March. The results of subsidiaries, joint ventures and
associated undertakings disposed of or acquired during the
year are included up to, or from, the date that control passes,

Changes in financial reporting standards

The Accounting Standards Board issued the following
Financial Reporting Standards effective for the Company's
year ended 31 March 2002; FRS17- Retirement Benefits; FRSIS —
Acoourting Policies; and FRS19 ~ Deferred Tax. The transitional
arrangements for FRS17 have been adopted by the Group
with effect from 31 March 2002 (see Note 30). FRS18 was
adopted by the Group with effect from 1 April 2001 and
has had no material impact on the accounts. FRS19 was
adopted by the Group with effect from 1 April 2001 and
the comparatives for the year ended 31 March 2001 have
been restated where appropriate (see Note 26). Significant
new accounting policies arising from the adoption of
these standards are detailed below.

Foreign currencies
Transactions denominated in foreign currencies are recorded

at the rates of exchange ruling at the date of the transaction. .

Monetary assets and liabilities denominated in foreign
currencies are retranslated into sterling either at year-end
rates or, where there are related forward foreign exchange
contracts, at contract rates. The resulting exchange
differences are dealt with in the determination of profit
for the financial year.

On consolidation, average exchange rates have been used to
translate the results of overseas subsidiaries, joint ventures and
associated undertakings. The assets and liabilities of overseas
subsidiaries and associated undertakings are translated into
sterling at year-end rates,

Exchange differences arising from the retranslation at year-

end exchange rates of:

(1) the opening net investment in overseas subsidiaries, joint
ventures and associated undertakings and foreign
currency borrowings in so far as they are matched
by those overseas investments; and

(ii) the results of overseas subsidiaries, joint ventures
and associated undertakings,

are dealt with in Group reserves.

Turnover

Turnover represents the invoiced value or contracted
amount of goods and services supplied by the Company
and its subsidiaries. Turnover excludes value added tax
and similar sales-related taxes.

Pension costs

Pension costs, which are determined in accordance with
SSAP24 - Accounting for Pension Costs, are charged to the profit
and loss account so as to spread the cost of pensions over the
working lives of the employees within the Group. Valuation
surpluses or deficits are amortised over the expected
remaining working life within the Group of the relevant
employees (estimated to be eight years in respect of the

UI‘S. The amortisation of valuation surpluses is restricted

to an amount equal to the regular pension cost. Accordingly,
employer expense in respect of the main scheme, which
covers employees in the UK, has been taken as £nil for

cach of the two years ended 31 March 2002 for reasons

of conservatism,

Joint ventures and associated

Where the Group has an investment in an entity which is
sufficient to give the Group a participating interest, and over
which it is in a position to exercise significant influence, the
entity is treated as an associated undertaking and is accounted
for using the equity method. Entities in which the Group
holds an interest on a long-term basis and which are jointly
controlled by the Group and one or more other parties under
a contractual arrangement, are treated as joint ventures and
are accounted for using the gross equity method.

The results of joint ventures and associated undertakings
are taken from their accounts made up to 31 March or such
carlier date (not prior to 31 December) which represents
their financial period end, as adjusted for material items
that have occurred in the intervening period.

Goodwill and other intangibles

Goodwill and recorded catalogue intangibles arising on
acquisitions made after 31 March 1998 are capitalised and
amortised over their expected useful life, principally restricted
to 20 years, in accordance with FRS10. They are reviewed

for impairment at the end of the first full financial year
following acquisition and in other periods if events or
changes in circumnstances indicate that the carrying value

may not be recoverable.

Goodwill arising on acquisitions made before 31 March 1998
has been charged directly against shareholders’ funds in the
year of acquisition and is included within the profit and loss
reserve, yet separately identified within the reserves note.
This goodwill will remain in reserves until, on the disposal or
closure of any business, the profit and loss account includes a
charge in respect of the goodwill previously written off against
shareholders’ funds on the acquisition of the business.



Music copyrights

Music copyrights purchased prior to 1 April 1989 were
written off against shareholders’ funds on acquisition.
Copyrights acquired as a result of acquisitions on or after

1 April 1989 are capitalised as intangible assets in the Group
balance sheet, and are amortised by equal annual amounts
over not more than 20 years, other than in exceptional
circumstances when sufficient ongoing impairment tests can
be performed to support a useful economic life of over 20
years. Where a useful economic life of up to 20 years has been
adopted, copyrights are reviewed for impairment at the end
of the first full financial year following acquisition and in
other periods if events or changes in circumstances indicate
that the carrying value may not be recoverable.

Advances to artists

Advances to artists and repertoire owners are assessed and
the value of the unrecouped portion to be included in
debtors is determined by the prospects of future recoupment,
based on past sales performance, current popularity and
projected sales,

Leased assets

Assets held under finance leases are included as tangible
fixed assets at their estimated purchase cost and depreciated
over their expected useful lives, or over the primary lease
period, whichever is shorter. The obligations relating to
finance leases (net of finance charges allocated to future
periods) are included under borrowings due within or after
one year, as appropriate. Operating lease rentals are charged
to the profit and loss account on a straightJine basis over
the lease term.

Depreciation of tangjble fixed assets

Depreciation of tangible fixed assets is calculated on cost at
rates estimated to write off the cost, less the estimated residual
value of the relevant assets, by equal annual amounts over
their expected useful lives; effect is given, where necessary,

to commercial and technical obsolescence.

The annual rates used are:
Freehold buildings and long-term

leasehold property 2%
Shortterm leasehold property Period of lease
Plant, equipment and vehicles 10-3315%

The carrying values of tangible fixed assets are reviewed for
impairment in periods if events or changes in circumstances
indicate the carrying value may not be recoverable.

Stocks _

Stocks and work in progress are stated at the lower of cost
and net realisable value, less progress payments on
uncompleted contracts and provisions for expected losses.
Cost includes manufacturing overheads where appropriate.
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Taxation

The Company has undertaken to discharge the liability
to corporation tax of the majority of its wholly owned UK
subsidiaries, Their UK tax liabilities are therefore dealt
with in the accounts of the Company.

Deferred tax is recognised in respect of all timing differences
that have originated but not reversed at the balance sheet date,
where transactions or events have occurred at that date that
will result in an obligation to pay more tax, or right to pay
less, or to receive more, tax, with the following exceptions:

~ Provision is made for tax on gains arising from the
revaluation (and similar fair value adjustments) of fixed
assets, or gains on disposal of fixed assets, only to the extent
that, at the balance sheet date, there is a binding agreement
to dispose of the assets concerned. However, no provision
is made where, on the basis of all available evidence at the
balance sheet date, it is more likely than not that the taxable
gain will be rolled over into replacement assets.

~ Provision is made for gains which have been rolled over
into replacement assets only to the extent that, at the
balance sheet date, there is a commitment to dispose
of the replacement assets,

— Provision is made for deferred tax that would arise on
remittance of the retained earnings of overseas subsidiaries,
associates and joint ventures only to the extent that,
at the balance sheet date, dividends have been accrued
as receivable,

— Deferred tax assets are recognised only to the extent
that the Directors consider that it is more likely than
not that there will be suitable taxable profits from which
the underlying timing differences can be deducted.

Deferred tax is measured on an undiscounted basis at. the
tax rates that are expected to apply in the periods in which
timing differences reverse, based on tax rates and laws
enacted or substantively enacted at the balance sheet date.

Financial instruments

Any premium or discount associated with the purchase

of interest rate instruments is amortised over the life of

the transaction. Interest receipts and payments are accrued
to match the net income or cost with the related finance
expense. No amounts are recognised in respect of

future periods.

New media ho

Holdings in new media companies that arise as a consequence
of licensing, distribution and other similar deals with such
companies, are carried at cost, which is typically minimal.
Income from these holdings, net of costs, is only recognised
when received as cash and is treated as other operating income.
The costs relating to these investments are held within
debtors until they are recognised with the related income.



L Notes to the Financial Statements

fov the year ended 31 March 2002

1. Segmental analyses
2001
2002 Restoted**
Tumover op.:‘ aaseis amployess Tumover Onﬂﬁ assats employees
tm £m £m No. £m £m £m No,
By class of buginess:
Recorded Music 2,0294 831 44.4 8644 22820 2275 2244 9,388
Music Publishing 4164 107.8 453.9 626 390.7 105.0 516.9 608
Other (HMV Group pic) n/a n/a (162.9) n/a n/a n/a (168.3) n/a
Group' 2,445.8 190.9 335.4 9,270 2,672.7 3325 573.0 9,996
Operating exceptional items _
and amortisation* (291.9) (95.0)
Group operating profit* (101.0) 2375
By origin:
United Kingdom 338.9 594 (1134) 1423 3388 43.1 (63.2) 1,557
Rest of Europe 732.0 98.7 (131) 2,765 753.4 113.6 6.6 2,790
Latin America 88.1 (2.8) 31 422 1321 12.3 20,1 567
North America 826.3 (21) 333.7 2,923 886.5 76.5 486.3 3,138
Asia Pacific 439.8 33.6 1186 1,522 539.9 81.7 108.8 1,717
Other 20.7 4.1 6.2 215 22.0 5.3 4.4 227
Group’ 2,445.8 190.9 3354 9,270 2,672.7 3325 573.0 9,996
By destination:
United Kingdom 3374 356.3
Rest of Europe 726.9 7216
Latin America 88.9 132.0
North America 828.6 889.3
Asia Pacific 440.6 540.0
Other 23.4 335
Group' 24458 2672.7
mmmMOpemmwmsmesmMmm relating to the joint vertture (HMV Group pic) and assoclated undertakings. Amounts redating to the joint venture have been
TR mﬁﬁgﬂmﬁ;‘@ww B e T L S TS
"gmwmp:f u mm iy £(242.4)m (%1 £4: Q)m) and almnisaﬁon mll and music eom-ns of £(49 5)mn (2001: £(52.1)m). The spilt of operating exceptional items and
o o ™ e -
Recorded Music (238.4) (49.1) United Kingdom {19.2) (9.1)
Music Publishing (56.8) (45.9) Rest of Europe {53.3) (15.4)
Other (HMV Group plc) _n/a Latin America (22.2) (2.3)
Group (291.8) (850) North America (176.0) (58.4)
Asia Pacific (18.0) (9.3)
Other {2.2) gO )
Growp (281.89) 95.0)
The reconcillation of operating assets to net labilities is as follows:
Note o e
Operating assets 3354 573.0
Tax, dividends and net interest payable (166.6) (220.1)
Capital employed 168.8 3529
Net borrowings 18 (1,057.9) (992.8)

Net liabilities (889.1) (639.9)
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2. Analysis of profit and loss account

2002 2001
£m £m
Cost of sales 1,726.8 1,739.2
Cost of sales is analysed as:
— normal 1,592.7 1,696.6
— exceptional items and music copyright amortisation 133.8 42.6
Net operating expenses:
Distribution costs 127.5 136.9
Administration expenses 708.9 608.5
Other operating income, net (16.1) (49.4)
820.3 696.0
Net operating expenses are analysed as:
— normal 662.2 643.6
— exceptional items and goodwill amortisation 158.1 52.4

Other operating income principally comprises the Group's share of income from Joint marketing arrangements, income from disposal
of investments entered into to support distribution, manufacturing and product supply arrangements, net patent income and income
from new media investments.

3. Group operating profit

2002 2001
£m £m
Operating profit is stated after charging:
Amortisation of music copyrights 43.5 42.6
Amortisation of goodwill 6.0 9.5
Depreciation of tangible fixed assets 51.0 57.0
Operating lease rentals:
Property 25.3 20.0
Plant, equipment and vehicles 4.7 6.7
Research and development expenditure 0.2 0.1
4. Fees to auditors
2002 2001
£m £m
Audit fees paid to Emst & Young 21 2.4
Audit fees paid to other firms 041 0.2
Other fees paid to Emst & Young:
UK 0.3 35
Non-UK 1.2 1.6
Total 3.7 7.7

Other fees include £0.7m (2001: £0.7m) paid to Emst & Young for tax compliance and pianning services, £0.8m (2001; £0.2m)
accountancy advice and £nil for other consultancy (2001: £3.7m in connection with the proposed merger with Warner Music Group).

5. Directors’ and employees’ costs

2002 2001

£m £m
Wages and salaries 390.0 3834
Social security costs 52.0 48.4
Other pension costs (see Note 30) 13.9 145
Total 455.9 446.3

Details of each Director’s remuneration, compensation for 10ss of office, pension entitlements, longterm incentive scheme interests
and share options are included in the Remuneration Report on pages 24 to 29,
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. 6. FAnance charges

2002 2001
£m £m £m £m
Interest payable on:
Bank overdrafts and loans 55.9 76.4
QOther 15.0 8.0
70.9 84.4
Interest receivable on:
Bank balances (2.7) (6.4)
Other (7.8) (3.7)
{10.5) (10.1)
Group finance charges (including associated undertakings) 60.4 74.3
Joint venture finance charges (HMV Group pic) 2.8 29.3
Total finance charges 83.2 103.6

Other interest payable of £15.0m includes a non-periodic cost of £3.6m, being arrangement and underwtiting fees paid in respect of
the new £1.3bn bank facility signed on 18 March 2002.

The Group holds various financial instruments in order to manage interest rate risk. Details of those financial instruments held at the
year end are given in Note 19(viii) on page 53,

Finance charges for associates are £nil (2001: £nil),

7. Taxation
2002 2001
Restated
£m £m
(i) Analysis of tax charge in the year
Current tax;
UK corporation tax 10.8 14.4
Advance corporation tax written back on ordinary activities ‘ {20.6) (12.0)
Double taxation relief (6.7) (7.5)
(16.5) (5.1)
Withholding tax 121 15.6
Other foreign tax 364 58.5
Adjustment in respect of prior periods (4.3) 4.2)
Joint venture 74 1.4
Total current tax 35.1 66.2
Deferred tax:
Qrigination and reversal of timing differences 26 45
Others:
Associated undertakings 0.5 0.2
Tax on profit on ordinary activities 38.2 70.9
(ii) Factors affecting current tax charge for year
(Loss) profit on ordinary activities before tax (152.8) 162.8
Tax at weighted average rate (59.6) 59.5
Effects of:
Expenses not deductible for tax purposes 434 324
Timing differences (6.0) 35
Utilisation of tax losses and other credits (36.3) (41.8)
Origination of tax losses 85.8 1.2
Withholding taxes and other 78 114
Current tax for the period 35.1 66.2
(I) Factors that may affect future tax

No provision has been made for deferred tax where potentially taxable gains have been rolled over into replacement assets, except
where there is a commitment to dispose of these assets. Such gains would only become taxable if the assets were sold without it
being possible to ciaim roll-over relief or offset existing capital losses. The Group does not expect any tax to become payable in the
foreseeable future.

No deferred tax has been recognised in respect of tax on gains arising from the revaluation of fixed assets, as the Group is not
committed to the disposal of these assets. No deferred tax has been recognised in respect of the earnings of overseas subsidiaries
as no dividends have been accrued,

Deferred tax assets which have not been recognised are tax losses and credits with a value of £172.4m, depreciation in advance
of capital allowances with a value of £14.6m, and other timing differences with a value of £71.6m, as there is insufficient certainty
as to the availability of future taxable profits.
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2002 2001 2002 2001
Par share Per share £m £m
Ordinary dividends (net):
Interim 4.25p 4.25p 335 335
Adjustment to 2002 and 2001 interim - - {0.2) (0.3)
Proposed final 3.7% 11.75p 29.6 92.7
Adjustment to 2001 and 2000 final - - {0.7) (0.7)
Total 8.00p 16.00p 62.2 125.2
The final dividend of 3.75p per share will be paid on 1 October 2002 1o shareholders on the register at the close of business on
6 September 2002.
9. Exceptional items
(1) Operating exceptional Hems
2002 2001
£m £m
Restructuring and reorganisation costs:
Headcount reduction (93.7) ~-
Roster reduction* (69.4) -
Impact of economic downturn in Latin America® (16.7) -
Restructuring of satellite label activity** (40.5) -
Asset impairment and other* {(22.1) -
Proposed merger with Warner Music Group - deal costs - (42.9)
Total operating exceptional items (242.4) (42.9)
Ainchudes £38.3m 10 the of the with Mariah Ceray.

*Resulted in significanty Incraased retums and bad debts,
*Mncluding (£23.8m) and associate investment (£15.5m) write-offs.
*including goodwill (£5,7m) and relocation and other costs (£16.4m).

The attributable taxation credit relating to operating exceptional items is £7.8m (2001: £nil).

(H) Non-operating exceptional items
Non-operating exceptional items are £nit (2001 £nil).
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10. Eamings per Ordinary Share

Basic eamings per Ordinary Share is calculated as follows:
Eamings
Weighted average number of Ordinary Shares in issue

£(199.5m £79.2m
782.8m 782.3m

Eamings per Ordinary Share {(255)p 10.1p
Diluted earnings per Ordinary Share is caiculated as follows:

Eamings £(199.5)m £79.2m

Adjusted weighted average number of Qrdinary Shares 783.6m 783.1m

Eamings per Ordinary Share (268)p 10.1p
Adjusted basic eamings per Ordinary Share is calculated as follows:

Adjusted eamings £92.1m £171.8m

Weighted average number of Ordinary Shares in issue
Adijusted eamings per Ordinary Share

782.8m 782.3m
11.8p 22.0p

Adjusted diluted eamings per Ordinary Share is calculated as follows:
Adjusted earnings
Adjusted weighted average number of Ordinary Shares
Adjusted earnings per Ordinary Share

£92.1m £171.8m
7836m 783.1m

11.8p 21.9p

Adjusted eamings are included as they provide a better understanding of the underlying trading performance of the Group on a

normalised basis.

Reconciliation of adjusted eamings
Yoar anded 31 March 2002 Year ended 31 March 2001
Restated
£m Par share £m Per share
Eamings/basic EPS (199.5) (28.5)p 79.2 101p
Adjustments:
Operating exceptional items 2424 3L.0p 42.9 5.5p
Non-operating exceptional itemns - - - -
Share of operating exceptional items in joint venture 10.3 1.3p - -
Share of exceptional finance charges in joint venture 21 0.3p - -
Amortisation of goodwill and music copyrights 5.3 6.5p 538 6.9p
Attributable taxation (7.8) (1L0)p - -
Minority interest (re music copyright amortisation) (4.3) (0.5)p 4.1) (05)p
Minority interest (re operating exceptional items) (56.3) (0.7)p - -
Minority interest (re attributable taxation) 2.9 0.4p - -
Adjusted eamings/adjusted EPS 92.1 11.8p 171.8 220p
Adjusted dilution impact n/a - n/a (0.1)p
Adjusted earnings/adjusted diluted EPS 92.1 11.8p 171.8 21.9p

The adjusted weighted average number of Ordinary Shares used in the diluted eamings per share calculations, 783.6m
(2001: 783.1m), is the weighted average number of Ordinary Shares in issue, 782.8m (2001: 782.3m), plus adjustments

for dilutive share options, 0.8m (2001: 0.8m).

11. Music copyrights
Group
£m
Cost at 31 March 2001 848.3
Currency retransiation (1.6)
Acquisition of businesses 6.6
Additions 10.6
Reclassification 0.1
Cost at 31 March 2002 864.0
Amortisation at 31 March 2001 3015
Currency retransiation 0.1)
Charge for year 43.5
Reclassification 0.9
Amortisation at 31 March 2002 345.8
Net book values at 31 March 2002 518.2
31 March 2001 546.8
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Group
£m
Cost at 31 March 2001 72.5
Goodwill written-off to exceptional items (42.0)
Acquisition of businesses 8.2
Cost at 31 March 2002 38.7
Amortisation at 31 March 2001 11.4
Goodwill written-off to exceptional items (12.7)
Charge for year 6.0
Amortisation at 31 March 2002 4.7
Net book values at 31 March 2002 34.0
31 March 2001 61.1
13. Tangible fixed assets
Group
Plant,
b S tm £m
Cost at 31 March 2001 220.3 38.4 350.0 608.7
Currency retranslation (7.5) - (7.4) (14.9)
Acquisition of businesses - - 0.1 0.1
Additions 9.4 45 25.3 39.2
Disposals (8.8) (0.9) (31.1) (40.8)
Write-down to exceptional iters (1.2) - 2.7 (3.9)
Reclassification (3.1) (4.7) 7.4 (0.4)
Cost at 31 March 2002 209.1 373 3416 588.0
Depreciation at 31 March 2001 38.3 23.0 240.6 3019
Currency retransiation (1.9) - 6.4) (8.3)
Charge for year 5.1 33 42, 51.0
Disposals - (2.9) (0.4) (27.4) (30.7)
Write-down to exceptional items (0.3) - (2.5) (2.8)
Reclassification (1.7) (3.5) 4.8 (0.4)
Depreciation at 31 March 2002 36.6 224 251.7 310.7
Net book values at 31 March 2002 172.5 14.9 89.9 277.3
31 March 2001 182.0 15.4 109.4 306.8

Freehold property includes land having a cost of £83.4m {2001: £86.3m) which is not depreciated.

Gm 2002 2001
£m £m
The net book values shown above include the following:
Longterm leasehold property 8.1 7.9
Shortterm leasehold property 68 7.5
Fihance lease assets 3.5 4.8
Assets in the course of construction 7.0 11.2
Company
Plant,
. e amlclas Total
mpeﬂrg property o
Cost at 31 March 2001 10.8 3.9 185 33.2
Additions - 0.7 10 1.7
Disposals and transfers (2.4) - (3.6) (6.0
Cost at 31 March 2002 84 4.6 15.9 28.9
Depreciation at 31 March 2001 2.0 14 12.6 16.0
Charge for year 0.3 0.2 15 2.0
Disposals and transfers (0.6) - (2.1) (2.7)
Depreciation at 31 March 2002 17 1.6 12.0 15.3
Net book values at 31 March 2002 6.7 3.0 3.9 13.6

31 March 2001

8.8 25 5.9 17.2




% Notes to the Financial Statements

contintied

14. Fixed asset investments

2002 oo w02 R
£m £m £m £m
Investments comprise:
Subsidiary undertakings - - 2,386.7 23165
Joirt venture (HMV Group pic) - - 96.5 96.5
Associated undertakings 71 26.0 0.6 0.6
Other fixed asset investments 224 26 0.2 0.2
29.5 486 24840 24138
Joint venture (HMV Group pic) (159.9) (168.3) - -
(130.4) (119.7) 2,484.0 2,4138
Listed investments - - - -
Unlisted investments (130.4) (119.7) 2,484.0 2,413.8
{130.4) (119.7) 2,484.0 2,4138
The market value of listed investments at 31 March 2002 was £nil (2001: £nil).
() Investments in subsidiary undertakings
Company
Cost of Net book
shares Loans Provisions value
£m £m £m £m
At 31 March 2001 2,030.8 406.2 (1205) 2,316.5
Additions - 74.4 - 74.4
Disposals, transfers and other movements (3.8) (0.4) - (4.2)
At 31 March 2002 20270 480.2 (120.5) 2,386.7
Details of significant subsidiary undertakings are set out in Note 34 on page 63.
(1) Joint venture (HMV Group pic)
Group
Net equity Goodwill Share of Nat book
Investmaent written oft nat agsets Provisions* value
£m £m £m £m £m
At 31 March 2001 952 (2625) (167.3) (1.0) (168.3)
Prior-year adjustment* 36 - 3.6 - 36
Net profit 4.1 - 4.1 - 41
Exchange taken to reserves 0.7 - 0.7 - 0.7
At 31 March 2002 103.6 (262.5) (158.9) (1.0) (159.9)
mism@ mg' ééh% shave of & mm mp: Wewmm zmwﬁ'am@m of FRS19 - Deferred Tax.
Company
Cost of Net book
shares Loans Provislona value
£m £m £m £m
At 31 March 2001 96.5 - - 96.5
At 31 March 2002 96.5 - - 96.5

The Company holds investments at cost, less provisions for diminution in value.
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(H) Joint verrture (HMV Group pic) (comtinued)
Share of net liabliities

Group
2002 2001
£m £m
Fixed assets 615 73.1
Current assets 1418 118.8
Total assets 203.3 191.9
Shortterm liabilities (176.5) (170.2)
Longterm liabilities (186.7) (190.0)
Total liabilities (363.2) (360.2)
Share of net liabilities (159.9) (168.3)
(W) Associated undertakings
Group
b= R BV
£m £m im £m £m £m
At 31 March 2001 416 (43.4) (1.8) 10.3 17.5 26.0
Currency retransiation (0.2) - 0.2) - - 0.2)
Additions" and new loans 1.9 - 1.9 1.7 (0.8) 28
Net losses after tax (1.6) - (1.6) (1.8) - (3.4)
Dividends (0.7) - (0.7) - - (0.7)
Disposals/provisions (1.9) - (1.9) - - (1.9)
Written-off to exceptional items (7.0} - (7.0 (8.5) - (15.5)
At 31 March 2002 321 {(43.4) (11.3) 17 16.7 71
*Total ideration on purch of undertakings comyxises costs and loans totalling £1.9m (2001; £0.8m).
Company
Cost of Net boaok
shares Provisions value
£m £m £m
At 31 March 2001 0.7 (0.1) 0.6
At 31 March 2002 0.7 (0.1) 0.6
The Company holds investments at cost, less provisions for diminution in value.
(iv) Other fixed asset investments
Cost of Net book Costof o]
shares Provisions value Provisions value
£m £m £m £m £m £m
At 31 March 2001 29.1 (6.5) 26 25 (2.3) 0.2
Currency retransiation (0.1) - (0.1) - - -
Additions - - - - - -
Disposals and reclassifications (0.1) - (0.1) - - -
At 31 March 2002 28.9 (6.5) 24 2.5 (2.3) 0.2
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15. investments: own shares

The EMI Group General Employee Benefit Trust (EBT) was established to hedge the future obligations of the Group in respect of shares
awarded under the Senior Executive Incentive Plan (SEIP), the EMI Music LongTerm Incentive Plan and other share-based plans. The
Trustee of the EBT, EM! Group EBT (Guernsey) Limited, purchases the Company's Ordinary Shares in the open market with financing
provided by the Company, as required, on the basis of regular reviews of the anticipated share liabilities of the Group. The EBT has,
since December 1998, waived any entitiement to the receipt of dividends in respect of all of its holding of the Company’s Ordinary
Shares, The EBT's waiver of dividends may be revoked or varied at any time,

The cost of the shares expected to be awarded under each plan is amortised over the period from the ofiginal grant of the particular
award to the time of vesting. This is normally a period of not less than three years.

and Shares held Nominal Nat book

in trust value Cost  Amortisation value

No, £m £m £m £m

At 1 April 2001 6,110,610 0.9 28.1 (13.7) 14.4
Shares purchased 531,337 - 1.9 - 1.

Awarded by the EBT (1,375,952) 0.2) (5.7) 5.7 -

Amortisation in the period - - - (3.2) (3.2)

At 31 March 2002 5,265,995 0.7 24.3 {11.2) 13.1

At 31 March 2002, the outstanding loan by the Company to the EBT to finance the purchase of Ordinary Shares was £24.6m
g%% gg}.gm). The market value at 31 March 2002 of the Ordinary Shares held in the EBT, which are iisted in the UK, was £19.0m
: .8m).

16. Stocks
£m £m £m £m
Raw materials and consumables 13.8 14.9 - -
Work in progress 2.5 0.6 - -
Finished goods 26.7 30.6 - -
Total : 43.0 46.1 - -
17. Debtors
£m £m £m
Due within one year: '
Trade debtors 386.7 4283 14 1.0
Amounts owed by subsidiary undertakings - -~ 11699 1,1689
Amounts owed by associated undertakings 03 0.1 - -
Amounts owed by joint venture (HMV Group plc) 131 83 - -
Corporate taxation recoverable 14.1 29.0 - 156
Other debtors 104.9 115.9 36 0.6
Prepayments and accrued income 244.6 287.3 12 0.6

763.7 8689 11761 1,186.7

Due afier more than one year:

Corporate taxation recoverable 23 22 - -
Other debtors 239 18.8 0.6 Q.7
Prepayments and accrued income 107.6 94.4 - -
1338 1154 0.6 0.7

Total 8975 9843 11767 1,187.4

%& d%t‘lr‘tosr?n §1ue within one year includes £1.5m (2001: £0.3m) book vaiue of listed investments with a market value of £5.1m
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18. Borrowings

2002 oo w0y
£m £m im £m

Long-term borrowings
loans 37141 4675 - -
Finance leases 20 26 - -
Less: repayable within one year {2.8) (2.6) - -
Total long-term borrowings 373.3 467.5 - -
Short-term borrowings -
Loans and overdrafts 7674 659.0 - -
Finance leases 0.8 1.3 - -
Shortterm element of longterm loans 28 2.6 - -
Total short-term borrowings 7710 662.9 - -
Total borrowings 11443 1,130.4 - -

Liguid funds:

Investments: liquid funds (0.7) (0.7) - -
Cash at bank and in hand and cash deposits (85.7) (136.9) (6.5) (37.4)
Net borrowings 1,057.9 992.8 (6.5) (37.4)

Longterm borrowings include £18.4m (2001: £111.5m) of borrowings repayable within one year, which are drawings under longterm
committed facilities and, therefore, have been classified as such.

Under their banking arrangements, overdraft and cash balances of the Company and of certain subsidiaries are pooled or offset
and cross-guaranteed. Such pooling and offsets are reflected in the Group balance sheet as appropriate,

Group borrowings include £2.8m (2001: £3.9m) which is secured on assets held under finance leases and £350.8m proceeds from
a US$500m issue of 10-year Guaranteed Notes in August 1999.

The tr?emljjlf‘() has cash balances of £11.9m held with banks within the UK and £74.5m held with banks outside, but freely transferable
1o, .

Maturity analysis of long-term borrowings
£m £m £m £m
Amounts falling due after more than one year are repayable as follows:
Between one and two years 28 115.0 - -
Between two and five years 19.7 1.9 - -
After five years:
By instalments - - - -
QOther 350.8 350.6 - -
3733 4675 - -

The amount of debt, any of which falls due for payment after more than five years, is £350.8m (2001: £350.6m).

The Group has taken a number of steps to refinance its bank facilities. In April 2002, a new £1.3bn multicurrency revolving credit
facility, with maturities up to three years, was drawn to repay and cancel most of the existing short-term bank facilities. In May
fzooc%:lz ﬂ'g\l’le Group issued a £250m six-year bond, which refinanced part of the revolving credit facility. See Note 19(v) on page 52

r further details.
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19. Derivatives and other financial instruments

The Group has excluded all shortterm debtors and creditors from the following disclosures, other than currency exposures.

(i) interest rate risk profile of the financlal labiiities of the Group

At 31 March 2002 At 31 March 2001
Floating rete Fixed rate % = FRoating rate Fiuadd rate babm o"g
Total® Eahilities Rablities Intarest s pakd Total* lizbilithes linbiities  interest is paid
Curmancy £m £m £m £m £m £m £m
Sterling 168 6.6 - 10.2 10.0 0.1 - 09
US dollar 603.9 578.6 - 25.3 563.3 518.3 - 45.0
Yen 1413 46.2 92.7 24 1496 48.8 98.1 2.7¢
Euro 3201 320.0 - 01 3642 308.3 55.9 -
Swedish krona 66.6 66.6 - - 84.8 84.8 - -
Danish krone 15 1B - - - - - -
Other 32.1 321 - - 16.1 16.1 - -
Total 1,1823 1,05L6 92.7 38.0 1,188.0 976.4 154.0 57.6
*Exciudes shortierm as permitted by FRS13.
Rep deposits from retailers. The deposits are repayahie when trading ceases and thersfore there Is no fxad term to maturity.
At 31 March 2002 At 31 March 2001
Fnancial
tahiities on fiabillties on
which o which no
Fixad rabe finoncisl Eabiities intorent i pakd  Fixad rate fnancial abiliies interest is paid
Waighted mﬁ.m Waighted Waighted af\; % Weighted
et G e oy it M g st e
Cuttoncy % Yours Yours % Years Yours
Sterling - - 2.2 - - 3.4
US dollar - - 6.1 - - 4.4
Yen 0.4 2.0 n/a 0.7 15 n/a*
Euro - - 15 4.1 0.5 -
“Rep s ch its from The deposits are repayable when trading ceases and therefore there Is no fixad tarm to maturity,

Foating rate financial liabilities comprise bank borrowings and the proceeds of a US$500m issue of 10-year Guaranteed Notes

swapped to floati
applicable bank r

rate funding. All floating rate financial liabilities bear interest at rates fixed in advance by reference to the
rence rate in the relevant country for periods ranging from overnight to six months.

The figures shown in the tables above take into account various interest rate and currency swaps used to manage interest rate risk

and the currency profile of financial liabilities. Further

protection from interest rate movements is provided by interest rate caps and

collars. See Note 19 (viii) on page 53 for further detalls of interest rate collars and swaps held as at 31 March 2002.

(H) Interest rate risk profile of the financial assets of the Group

At 31 March At31 Malg'l 2001
IS T e R B
Totad* assots aspets  interest i pald* Total® assats assets  interest is paid®

Cumency im £m £m £m £m £m
Sterling 56.8 11.0 - 45.8 49.8 17.2 - 326
US dollar 80.9 6.8 - 741 77.0 9.3 - 67.7
Yen 39.2 21.2 - 18.0 50.5 34.7 - 158
Euro 34.2 24.7 - 9.5 454 36.6 - 88
Swedish krona 25 - - 25 1. 0.1 - 1.3
Danish krone 11 11 - - 01 0.1 - -
Other 32.0 216 - 104 50.6 39.6 - 11.0
Total 246.7 864 - 160.3 2748 137.6 — 137.2
*"Excludes shortterm debtors as permitted by FRS13,
*Financial assets on which no interest is pakd rep mainly ach to artists and i for which no meaningful average fixed period to maturity can be calculated.

Floating rate financial assets comprise cash at bank and deposits. All floating rate financial assets eam interest at rates fixed in
advance by reference to the applicable bank reference rate in the relevant country for periods ranging from ovemight to six months.
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19. Derivatives and other financial instruments (continued)
(i) Currency exposures . )

As explained on page 15 in the Financial Review, the Group’s objective in managing currency exposures arising from its net
investments overseas (its structural currency exposures) is to maintain appropriate levels of borrowings by currency to hedge partially
inst currency depreciation. Gains and losses arising from these structural currency exposures are recognised in the statement

of total recognised gains and losses.

The table below shows the Group's cumency exposures, being those trading assets and liabilities (or non-structural exposures) that
give rise to the net currency gains and losses recognised in the profit and loss account. Such exposures comprise the monetary
assets and monetary liabilities of the Group that are not denominated in the operating (or functional) currency of the operating unit
involved, fgltlher than certain non-sterling borrowings treated as hedges of net investrments in overseas operations. These exposures
were as follows:

At 31 March 2002

Stering US dollar “wm EMVDM( Omer)
Functional currency of Group operation £m £m im £m £m
Sterling n/a 8.6 4.8 229 18.2
US dollar 49 n/a 01 0.1 (2.8)
Yen (0.3) (0.1) n/a - 0.2
Euro 1.8 (1.1) 01 n/a 1.6
Other (2.8) 2.6 - (0.3) 0.9
Total 36 100 5.0 22.7 18.1

At 31 March 2001

Net foreign currency monetary assets (liabilities)
Staving US doliar W:l‘ Etiro ¢ Othar

Punctional currancy of Group operation £m £m £m £m £m
Sterling n/a 45 31.2 28,2 62.1
US dollar 0.7 n/a - 0.2 0.4
Yen (0.3) 0.1) n/a - 0.5
Euro 10 (2.0) 0.1 n/a 15
Other (4.4) 3.9 0.2 0.3 1.1
Total (3.0) 6.3 315 28.7 65.6

(lv) Maturity of financial liabilities

Thefor}l\aturity profile of the Group's financial liabilities, other than shortterm creditors such as trade creditors and accruals, was
as follows:

2002 2001

£m £m
In one year or less, or on demand 77L0 662.9
In more than one year but not more than two years 9.6 124.7
In more than two years but not more than five years 404 323
In more than five years 3613 368.1

Total 131823 11880
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19. Derivatives and other financial instruments (continued)

(v) Undrawn faciilties

The Group has various borrowing facilities available to it. The undrawn committed facilities avaitable at 31 March in respect of which
all conditions precedent had been met at that date were as follows:

2002 2001

£m £m

Expiring in one year or less 491.9 320.8
Expiring in more than one year but not more than two years a3 108.0
Expiring in more than two years - 40.0
Total 5135 4688

On 18 March 2002 the Group signed a new bank facility. This £1.3bn multi-currency revolving credit facility was drawn for the first
time in April 2002 and was used to repay most of the Group's existing bank facilities, The new facility comprises a £800m 3-year
revolving credit and a £600m shortterm bridging arrangement, part of which was itself refinanced in May 2002 by the issue of
£250m 8%% bonds due May 2008. The £1.23m proceeds from the HMV Group fiotation received in May 2002 were used to repay
and cancel a corresponding amount of the new facility.

(Vi) Fair values of financial assets (liabilities)

2002 2001
Book valus Falr value* Book vahie Fair value®
£m £m £m
Primary financlal instruments held or lssued to finance the Group's operations:
Shortterm borrowings and current portion of longterm borrowings (771.0) (771.0) (662.9) (662.9)
Longterm borrowings (373.3) (369.4) (467.5 (503.2)
Liquid funds 86.4 86.4 137.6 137.6
Other financial liabilities (38.5) (38.5) (57.6) (57.6)
Derivative financlal instruments held to manage the interest rate and currency profile:
Interest rate swaps wa 20.5 n/a 23.0
Interest rate caps and collars - (6.8) - (1.5)
Currency swaps and forward foreign currency contracts n/a - n/a 0.1
Financlal assets:
Financial assets - listed investments 15 51 0.3 4.8
Financial assets - other 158.8 158.8 136.9 136.9

*Market rates have been used to detenmine fair values.

Long-term borrowings include a US$S00m issue of 10-year Guaranteed Notes (book value £350.8m) with a fair value of £346.9m.
The Group holds equivalent US dollar nominal value interest rate swaps matching the coupon on the notes, effectively converting the
interest basis of the issue to floating rate. At 31 March 2002 these swaps had a fair value of £21.0m (2001: £23.5m). The majority
of other borrowings and liquid funds are shortterm in nature and book values approximate to fair values. The market value of listed
investments is given above. For ali other financial assets and liabilities, book values approximate to fair values. During the year a profit
of £3.3m was made on the sale of current asset investments (2001: £11.4m).

(vil)
As explained in the Financial Review on page 15, the Group's policy is to hedge interest rate risk, using interest rate swaps, caps
and collars. Unrecognised gains and losses on instruments used for hedging, and the movements therein, are as follows:

Toal net

Gains Losses  gains (losses)

£m £m £m

Unrecognised gains and losses on hedges at 1 April 2001 14 (3.4) (2.0)

Gains and losses arising in previous years that were recoghised in 2002 04 (0.8) (0.4)

Gains and losses arising before 1 April 2001 that were not recognised in 2002 1.0 (2.6) (1.6)

Gains and losses arising in 2002 that were not recognised in 2002 {0.7) {5.0) (5.7)

Unrecognised gains and losses on hedges at 31 March 2002 0.3 (7.8) (7.3)
Of which:

Gains and losses expected to be recognised in 2003 - (1.2) (1.2)

Gains and losses expected to be recognised in 2004 or later 0.3 (6.4) (6.1)

03 (7.6) (7.3)
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19. Derlvatives and other financial instruments (continued)
(vill) Financial instruments
Interest rate

agreements
To mal e| Iinterest rate risk, the Group has entered into certain interest rate collar and swap agreements which, as at 31 March 2002,
were as follows:

Notional Terminzation
__peincioal date

Interest rate collars:
US doltar $450m March 2003 to February 2004
Euro €290m February 2003 to Apnl 2003
Notionat Termination Fedt
_principal date rxa

Interest rate swaps:
Yen — pay fixed rate and receive floating rate ¥17.5bn October 2002  0.65%
Yen — pay fixed rate and receive floating rate (starts October 2002) ¥17.5bn April 2004 0.29%
US dollar ~ pay floating rate and receive fixed rate $500m August 2009  8.38%

Exchange rate agreements .
There are no outstanding exchange rate agreements as at 31 March 2002,
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20. Cash, liquid resources and financing

The following definitions have been used:

Cash: Cash in hand and deposits repayable on demand if available within 24 hours without penatty, including overdrafts.
Liquid resources: Investments and deposits, other than those included as cash, which are readity convertible into known

amounts of cash.
Financing: Borrowings, less overdrafts which have been treated as cash.

Analysis of movement in the Group’s net borrowings In the year ended 31 March 2002

Acquisitions/

1 April 20(Z)A1.t Cash flow disposais m nm:m‘g

£m £m £m £m £m

Cash at bank and in hand 130.4 (43.4) - (2.6) 84.4
Overdrafts (25.6) (14.1) (1.0) - (40.7)
Cash 104.8 (67.5) (1.0) (2.6) 43.7
Debt due after more than one year (464.9) 93.3 - 0.3 (371.3)
Debt due within one year (636.0) (95.0) - 15 (729.5)
Finance leases (3.9) 1.1 - - (2.8)
Financing {1,104.8) (0.6) - 1.8 (1,103.6)
Investments: liquid funds 0.7 - - - 0.7
Cash deposits 6.5 (5.1) - (0.1) 1.3
Liquid resources 7.2 (5.1) - (0.1) 2.0
Totat (992.8) (63.2) (1.0) (0.9) (1,057.9)

Cash flow on financing of £(0.6)m is split between new loans of £(460.3)m, loans repaid of £458.6m and the capital element of

finance leases repaid of £1.1m.

Analysis of movement in the Group's net borrowings in the year ended 31 March 2001

LANZ000  Comfow | Hemea o 31 Mach 200

£m £m im £m £m

Cash at bank and in hand 2217 (88.0) - (3.3) 1304
Overdrafts (55.3) 34.8 - (5.1) (25.6)
Cash 166.4 (63.2) - (84) 104.8
Debt due after more than one year (377.3) (48.4) - (39.2) (464.9)
Debt due within one year (751.7) 1208 - (6.1) (636.0)
Finance leases (4.8) 1.2 - (0.3) (3.9)
financing (1,133.8) 736 - (44.6) (1,104.8)
Investrments: liquid funds 1.3 (0.5) - (0.1) 0.7
Cash deposits 449  (384) - - 6.5
Liquid resources 46.2 (38.9) - (0.1) 7.2
Total (921.2) (18.5) - (63.1) (992.8)

Cash flow on financing of £73.6m is split between new loans of £(240.1)m, loans repaid of £312.5m and the capital element of

finance leases repaid of £1.2m.

The Group’s net borrowings at 31 March 2002 comprised:

Ticgicl

wh e borrowigs

o & p:

Investments: liquid funds - 0.7 0.7
Cash at bank and in hand and cash deposits 84.4 1. 85.7
Borrowings due within one year (40.7) (730.3) (771.0)
Borrowings due after more than one year - {373.3) (373.3)
At 31 March 2002 43.7 (1,101.6) (1,057.9)
At 31 March 2001 104.8 (1,097.6) (992.8)
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ooy o
2002 Restated” 2002 Restatad*
£m £m £m £m
Trade creditors 181.2 168.7 17 2.0
Royalties and fees payable 678.5 672.6 - -
Amounts owed to subsidiary undertakings - - 4.1 4.8
Amounts owed to associated undertakings 17 0.6 0.6 0.6
Amounts owed to joint venture (HMV Group pic) 0.1 - - -
Corporate taxation® 160.2 170.3 232 238
Other taxes including VAT and soclal security costs 16.5 17.7 0.2 0.5
Dividends payable 29.6 927 29.6 92.7
Other creditors* 89.8 97.9 1.0 11
Accruals and deferred income 139.5 137.6 17.8 5.0
Total 1,297, 1,358.1 78.2 130.5
‘Rewudoorpommlonasaal Mzmﬂﬁ(w&mﬁf&anmeﬁ&&mmmswmdbﬂmkﬂﬂemmmfw FRS19 - Deferrad Tax.
22, Other creditors: amounts falling due after more than one year
£m £m £m £m
Amounts owed to subsidiary undertakings - - 5970 5740
Corporate taxation - - - -
Deferred consideration payable 10.3 9.8 - -
Accruals and deferred income 171 19.1 - -
Total 2714 28.9 597.0 574.0
23. Deferred taxation
: Group Coenpany
£m £m
At 1 April 2001 276 13.0
Restatement under FRS 19 444) (130
At 1 April 2001 (as restated) (16.8) -
Provided in year 2.6 -
Exchange movements 0.5 -
At 31 March 2002 (13.7) -
The liabilities (assets) for deferred tax provided were as follows:
Group Onlm
2001
2002 Restatad 2002 Restated
im £m £m £m
Capital allowances in advance of depreciation 4.2 4.3 - -
Other timing differences (0.8) (0.7) - -
Total liability 3.4 3.6 - -
Depreciation in advance of capital allowances (3.3) (3.1) - -
Other timing differences (138) (17.3) = -
Total asset (171) (20.4) - -
Net asset (13.7) (16.8) - —

Those categories for which no deferred tax is provided are outlined in the accounting policies note on page 39.
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24. Other provisions for liabilities and charges

Group
Parsi mmm'“: hmgrauon“ Towal
b im £m £m £m
At 31 March 2001 264 37.0 16.5 368 116.7
Currency retransiation (0.2 (0.5) - 05 (0.2)
Provisions utilised (7.7) (8.9) (12.5) (0.3) (29.4)
Charged against:
Operating profit 102.2 5.0 - - 107.2
Non-operating exceptional items - - - - -
Acquisition (disposal) of businesses - - - (21.6) (21.6)
Reclassification 0.4 - - - 0.4
At 31 March 2002 1211 326 4.0 154 1731

Thg pension provisions arise in overseas companies in respect of state schemes and employees covered by the Group’s unfunded
schemes.

Trading provisions include royalty audit and other trading provisions charged through operating profit before exceptional items, and
restructuring and reorganisation provisions charged through operating exceptional items.

Provisions utilised relating to disposals and fundamental reorganisations in the cash flow include £12.5m spent against disposal
provisions set up in previous years,

Company
Wmte:t: wmm .

£m T Em T Em " Em s
At 31 March 2001 24 - 136 - 16.0
Provisions utilised (1.1) - (0.1) (1.2)
Charged against operating profit 6. - - - 6.3
Transferred to Group cormnpanies (1.2) - (9.5) — (10.7)
At 31 March 2002 6.4 - 4.0 - 10.4
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25. Share capital and share premium account

Group and Company
2002 2001 2002 Aloted, callcup & Wz&’)‘g
£m im £m £m
Ordinary Shares of 14p each 1588 158.8 1104 1104
B Shares of 114.5p each 479.8 479.8 - -
Deferred shares of 0.0006p each 17.5 17.5 - -
656.1 656.1 110.4 110.4
(1) Ordinary Shares in issue
Norninal
Number valua Premium
£im £m
At 31 March 2001 788,553,751 1104 445.6
Shares issued during the year on the exercise of options:
Executive Schemes - - -
Savings-Related Scheme 44,182 - 0.2
At 31 March 2002 788,597,933 110.4 445.8
(il) Share options

Options to subscribe for the Company's Ordinary Shares were outstanding as follows (adjusted for the 1992 rights issue, the 1996
demerger and the 1997 share capital reorganisation, where appropriate):

Subseription Options e
Exacutive Share Share Oftlon Scheme
Option Schemes 994
At 31 March 2001 7,504,623 1,434,698
Granted 7,806,717 786,613
Exercised - (44,182)
Lapsed (387,497) (735,139)
At 31 March 2002 14,923,843 1,441,990
Option price per 14p share (range) 14p-747p 371p-466p
Final exercise dates* February 2012 February 2007
*Of which, options over 689,637 shares were granted uner the 1984 Executive Share Option Scheme.
Share options for the transfer of the Company’s Ordinary Shares were outstanding as follows:
Transfor Options
Exacutive Share
Option Echemes
At 31 March 2001 -
Granted 19,437,565
Exercised -
Lapsed -
At 31 March 2002 19,437,555
Option price per 14p share (range) 300p-700p
Final exercise dates® February 2012
“Options p\dertheMMMDMWWWMMWMMMWmwmmmmmmmm,asareouuons under
R B e P s i e,
(H) Share premium account
The principal elements that make up the Company’s share premium account arose as follows:
Group and Company . esrs asig .
Conversions to Ordinary Shares of 7% Convertible Redeemable Second 1989/90
Cumulative Preference Shares 1992/99 of £1 each and 1990/91 56.7
A placing of Ordinary Shares linked to the offer for Thames Television 1990/91, 78.0
Issue of Ordinary Shares on exercise of subscription rights of warrants originally attached
to 7% % bonds due 1992; and 1991/92 67.1
the transfer from other reserves in respect of amounts paid for the warrants exercised 1991/92 10.2
Issue of Ordinary Shares on conversion of Convertible Unsecured Loan
Stock to fund the acquisition of Virgin Music Group 1992/93 508.4
Issue of Ordinary Shares on conversion of 5%% Guaranteed Redeemable
Preference Shares 2004 of THORN EMI Capital NV 1993/94 126.0
Share capital reorganisation (including issue of Redeemabie Preference B Shares) 1997/98 (501.2)
Other issues of Ordinary Shares 1006

Balance at 31 March 2002 4458
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26. Resetves
Group Company
Gapital Capital
redemption Other Profit and redemption Other Profit ard
reserve resenres rESOrve reserve reserves loss reserve
£m £m £m £m £m £m
At 31 March 2001 - as reported 495.8 256.0 (2,096.2) 495.8 456.9 1,441.0
Prior-year adjustments:
Deferred tax - - 44.4 - - -
Current tax - - (24.0) - - -
Minority interest - - (8.2) - - -
At 31 March 2001 —restated 4958  256.0 (2,084.0) 495.8 4569 1,441.0
Currency translation - - (6.0) - - 3.0
Goodwill adjustments:
Subsidiary undertakings - - 9.9 - - -
Profit attributable to members of the
Holding Company - - {199.5) - - 117.6
Equity dividend - - (62.2) - - (62.2)
Share of joint venture reserves adjustment - - 36 - - -
Transfer of realised reserves - - - - (20.5) 20.5

At 31 March 2002 495.8  256.0 (2,338.2) 4958 4364 1,519.9

Group reserves include £(3.3)m (2001: £(9.2)m) in respect of its share of post-acquisition retained losses of joint venture and
associated undertakings.

Other reserves of the Company relate to a special reserve which reflects thé share premium account reduction of July 1988 and
unrealised profits on disposal of investments.

In accordance with the exemption permitted by S230(3) of the Companies Act 1985, the profit and loss account of the Company
g Sg:tL s%ng,tely presented. The profit attributable to shareholders, dealt with in the accounts of the Company, is £117.6m
: .7m).

The Group profit and loss reserve includes £1,449.0m (2001: £1,458.9m) in respect of goodwill previously written off.

27. Minority interests (equity)

Group
2001
2002 Restated*
£m £m
ToshibaEMI Lid (Japan)* 69.2 65.3
Jobete Music Co., Inc. (USA) 66.2 69.3
Other 5.7 1.7
Total 1411 136.3

“The reported minortty interest as at 31 March 2001 was £128,1m. The restated balance of £136.3m incudes an adustment of £8.2m to the Teshiba-EM! Ltd minorty Interest which relates 1o the
adoption of FRS19 - Deferred Tax.
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28. Financial commitments
Group

2002 2001
£m £m

Capital expenditure: Contracted 25.6 28.2
The Group has commitments, which are largely performancerelated, to pay advances to artists and repertoire owners amounting

to £418.8m at 31 March 2002 (2001 .5m). Under the shareholders’ agreement relating to the Group's 50% shareholdings in
Jobete Music Co., Inc. and Stone Diamond Music Corporation, during the period of 10 years commencing on 1 July 2002, the other
shareholder has the option to require EMI to purchase its shares for a consideration calculated by reference to the combined net
publisher's share of the two companies in the preceding year, with a minimum price of US$168m and a maximum price of US$250m,
The option may be exercised earlier in certain circumstances.

Annual commitments under operating leases at 31 March were as follows:

£m £m £&m £m
Land and buildings:
Expiring in the first year 83 5.8 - -
Expiring in the second to fifth years inclusive 59 11.2 03 -
Expiring after the fifth year 13.6 5.7 34 -
Total 278 2.7 a7 -
Plant, equipment and vehicles:
Expiring in the first year 14 22 - -
Expiring in the second to fifth years inclusive 3.2 32 0.2 -
Expiring after the fifth year 0.1 - - -

Total 4.7 5.4 0.2 -

29. Contingent liabliities

Certain Group companies, along with other recorded music distributors, are subject to civil lawsuits in the United States alleging
violations of antitrust, unfair trade practices and consumer protection laws. These actions include (i) lawsuits brought by retailers,
which are currently pending in federal court in California, alleging that the major record companies violated federal antitrust laws in
setting wholesale prices of CDs, (i) 10 identical class action lewsuits filed in various state courts on behalf of consumers in those
states containing allegations similar to those in the California federal case, (iii) actions in federal court in Maine brought on behalf
of consumers of 50 states by respective state attomeys general and by private attorneys, alleging violations of antitrust, unfair trade
practices and consumer protection statutes in connection with the retail pricing of CDs, including, in particular, so-called minimum
advertised price (MAP) policies, and (iv) numerous class action lawsuits, filed in various state courts, oh behalf of consumers of
those states, containing allegations similar to those in the Maine federal case. The Directors believe the Group has legal and factual
defences to these claims. Adverse verdicts in these matters, however, could result in material losses to EMI.

Virgin Holdinof?s, Inc., a wholly-owned subsidiary of the Group, is subject to several class action lawsuits in the US alleging that,
as a resutt of allegedly false and misleading statements conceming the licensing ment between Virgin Holdings, Inc. and
musicmaker.com, Inc. (musicmaker), the price of musicmaker's stock was artiﬁcialg high. A number of similar actions have
subsequently been filed and they are all being handled in a consolidated proceeding. EMI Group, EMI Recorded Music and EMI
Recorded Music North America have also been named in these proceedings. On the basis of information presently available,
the Directors believe that these claims are unlikely to result in matenial loss to the Group. However, adverse verdicts could
result in material loss to the Group.

The Group is also involved in various other legal proceedings, principally in the US and UK, arising out of the normal course
gf bus_inless.i{he Directors believe that the outcome of these other proceedings will not have a material effect on the Group's
nancial position.

Guarantees and other contingent liabilities (other than those relating to HMV and HMV Group pic — see below) total £22.3m
(2001: £24.1m) for the Group, of which £7.2m (2001: £8.8m) relate 1o certain contracts entered into by former Group companies.
11:‘hege a(:a )several guarantees and other contingent liabilities in respect of HMV and HMV Group pic (see Note 32 on page 62

or details).
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30. Pension arangements

The Groué) operates a number of pension schemes throughout the world, The main scheme, which covers employees in the UK, is
the EMI Group Pension Fund (the UK Fund). The UK Fund is of the defined benefit type and is open to all permanent employees over
the age of 18 employed by the Company and certain subsidiaries in the UK. Benefits provided by the UK Fund are based on final
pensionable pay Pensions payable the UK Fund are guaranteed to increase by 5% per annum or, if a lower rate, by the increase
in the cost of living. Members contribute to the UK Fund at the rate of 4% of pensionable pay.

Aside from the UK, the Group has significant defined benefit schemes in Germany and Japan. With the exception of these schemes,
the other defined benefit schemes operated on behalf of the Group are not matenial. The currently agreed rates of contribution by the
Group are nil for all significant defined benefit schemes.

Staff engaged in other countries are covered by local arrangements which, in the case of the Group schemes, are of the defined
contribution type, The assets of the Group’s pension schemes are held mainly in separate trustee-administered funds.

Employer contributions of £13.8m (2001: £14.4m) were charged 10 the profit and loss account in the year. These contributions
primarily related to overseas schemes and were determined in accordance with local practice. Other post-retirernent benefit expenses
of £0.1m (2001: £0.1m) were also charged to the profit and loss account,

Provision is made in the financial statements for the benefits accruing to members of unfunded pension schemes in accordance with
the advice of independent actuaries.

The latest available actuarial valuation of the UK Fund was made by a qualified actuary as at 31 March 2000 using the projected
unit method. At that date the market value of the assets of the UK Fund was taken to be £1,079m. The market value of the assets
was sufficient to cover 117% of the value of the benefits that had accrued to the members, after allowing for assumed increases

in eamings, on the actuarial assurnptions used, treating the UK Fund as an ongoing entity. Part of the excess assets disclosed by
the 2000 valuation has been used to finance a special increase of 3% to pensions in payment and part has been allocated towards
a reduction of employer contributions below the long-term rate, with the balance being carried forward as a reserve in the UK Fund.

Employer expense in respect of the Fund has been calculated in accordance with Statement of Standard Accounting Practice 24 —
Accounting for Pension Costs (SSAP24). On the basis of actuarial advice, it is calculated that the employer expense would represent
a credit to the profit and loss account on full application of SSAP24 principles. However, for reasons of conservatism, such expense
has been taken as £nil for the two years ended 31 March 2002. The long:term financial assumptions used to calculate employer
expense under SSAP24 are shown below:

Growth relative to investment retumn

% per annum

Rate of investment retum 5-6
Rate of pay increases 5
Rate of pension increases 3
Rate of price inflation . 3

These rates included allowance for the effects of the tax credit changes introduced by the Finance (No. 2) Act 1997,

The most recent full actuarial valuations of the other two significant defined benefit schemes were carried out as follows:
Germany on 1 April 2001 and Japan on 31 October 2000.

The additional disclosures required by FRS17 are set out below.
The most recent full actuarial valuations have been updated to 31 March 2002 by qualified independent actuaries.

United e p
Ko ey 5
Rate of general increase in salaries 4.5 45 34-60
Rate of increase to pensions in payment 25 20 nil
Rate of increase to deferred pensions 25 2.0 nil
Discount rate for scheme liabilities 5.75 6.0 275
Inflation 25 2.0 nil




30. Pension arangements (continued)
The market values of the assets of the three significant defined benefit plans at 31 March 2002 were as follows:

United
Kingdom G y Japan
Market Market Ma!v‘h:
Market value of assets’ ] i s
Equities 583.0 - 3.0
Bonds 279.0 - 3.2
Other 11.0 0.8 36.9
Present value of scheme liabilities (805.0) (26.1) (56.7)
Surplus (deficit) in the schemes 68.0 (25.3) (13.6)
Pension asset before deferred tax 68.0 (25.3) (13.6)
Deferred tax (20.4) 9.6 5
Amount provided to cover scheme deficit n/a 26.5 1.4
Impact on reserves 476 10.8 (6.5)

*The: expectad longterm rite of retum on the assets ks as bllows;
Uniee Kingdlom  7.2% (equlies 8.0%, bonds 5.5%, oer 4.5%)
Japan 2.75% (equities 5.9%, bonds 25%, ather 2.5%)

31. Purchase of businesses

Acquisitions during the year included Dino (a recorded music company in Holland), Poko (a recorded music company inﬁnland),
Celebrity (a recorded music company in the US), a 60% stake in Insight (a recorded music company in the UK) and a 50% stake
in Tooth and Nail (a music business in the US). The combined fair value to the Group is as follows:

Book value of Fai‘rr‘e valé.l&' 1o
sssets Aol Aueimens m
Music copyrights - 6.6 6.6
Fixed assets 0.1 - 0.1
Stocks 0.1 - 0.1
Debtors 6.2 0.7 5.5
Creditors (5.4) - (5.4)
Borrowings (1.0 - (1.0)
Tax 0.2 0.1 0.3
Minority interests (0.2) (3.3) (3.5)
Net assets acquired (before cash) - 2.7 27
Goodwili capitalised 89
Provisions for future earnout liabilities -
Net cash consideration on acquisitions during the year 116
Net cash consideration on prioryears’ acquisitions 11.0
Net cash conslderation 22.6
Satisfied by:
Total consideration 22.7
Future earnout provisions -
Cash consideration 227
Net cash acquired 0.1
Net cash consideration 22,6

The adjustments to book value of £2.7m were made to bring the valuation of the assets acquired in line with the Group's accounting
policies.

All acquisitions have been accourted for using the acquisition method.
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32. Related party transactions

The Company has taken advantage of the exemption under Financial Reporting Standard 8 - Related Party Disclosures not to
disclose relate?he party transactions between Group subsidiary undertakings. The Group had several transactions with other related
parties during the year.

() HMV and HMV Group pic

Year to 31 March 2002 )
As part of the sale in 1998 of the companies and assets comprising HMV to HMV Group pic (HMV Group) the Company acquired
a 45.2% equity stake, and 50% of the Junior Preference Shares, in HMV Group for £87.5m.

An additional £25m, in the form of deferred consideration, was to be receivable on (inter alia) a listing of any gen of the share capital
of HMV Group on any recognised stock exchange, or 28 March 2003. In addition, an amount of up to £25m further consideration was
10 be receivable if nt International Corporation and related investors achieved a specified retumn on their investment in HMV Group
on a listing. As a result of additional equity and preference share issues during 1999 by HMV Group, in which the Company subscribed
£9m for additional ordinary and preference shares, at 31 March 2002, the Company owned a 42.65% (39.80% fully diluted) equity
stake in HMV Group, and 18.08% and 49.15%, respectively, of HMV Group’s Senior ‘A’ Preference Shares and Junior Preference Shares.
The Group also made available to HMV Group a £50m working capital revolving credit facility (the EMI Revolving Credit Facility), no

part of which was drawn during the year.

As part of the 1998 transaction, the Group also entered into an indemnity deed with HMV Group relating, among other things,

to guarantees given by the Group of approximately 99 leases. Under the deed, HMV Group agreed to indemnify the Group against
any payments made under those and certain other guarantees and indemnities. HMV Group undertook to use reasonable efforts

to arrange for the release of these guarantees. The aggregate annual rental payments under guaranteed leases are approximately
£27.5m, although they are subject to adjustment both up and down under certain circumstances. The guaranteed leases have terms
which expire in one to 24 years, and many of the leases expire in years beyond 2012. Ali of HMV Group's obligations to the Group

in respect of the EMI Revolving Credit Facility and indemnity deed were secured under a debenture.

During the year ended 31 March 2002, companies within the Group made sales of £82.3m (2001: £80.4m) to companies
;Nitnwe Group. At 31 March 2002, a total of £13.1m (2001: £8.3m) was due to companies within the Group from companies
n roup.

Post-balance sheet event

On 15 May 2002, HMV Group’s shares were admitted to listing on the London Stock Exchange, pursuant to a global offer which
involved the Company selling part of its holding of ordinary shares in HMV Group. The Company also granted UBS Warburg an
over-allotment option, &t the offer price of 192p per HMV Ordinary Share, in respect of further ordinary shares in HMV Group.

The net cash proceeds payable to EMI as a result of the flotation comprise the following elements, namely £69.4m, representing
(i) the deferred and contingent consideration payable to EMI by HMV Group on its listing under the terms of 1998 sale agreement
between EMI and HMV Group, as described above, and (ii) the redemption of the Company’s holding of senior preference shares

in HMV Group, together with £72.9m in respect of ordinary shares in HMV Group sold by the Company in the global offer.

EMI would also receive a further sum of £40m if the over-allotment option was exercised in fulil. Depending on the level of exercise
of the over-allotment option, EMI will retain a residual shareholding in HMV Group of between 9.2% and 14.5%. This holding is subject
to lock-up arrangements for six months from flotation.

As part of the flotation arrangements, the EMI Revolving Credit Facility has been cancelled. The indemnity deed remains in force
in respect of lease guarantees, and HMV Group has secured those obligations pursuant to a security deed, the Company's rights
under which rank second behind banks which provide senior credit facilities 1o HMV Group.

The Group has assigned various trademarks to HMV (IP) Limited includi%me ‘Dog and Gramophone’ trademark and HMV acronym
in consideration for the payment of £2m over a period of three years. HMV (IP) Limited has licensed back to the Group for no
consideration the right to use the ‘Dog and Gramophone' trademark on its recorded music products.

(ii) Other

As part of the arrangements for the appointment of Alain Levy as Chairman and Chief Executive Officer of EMI Recorded Music, the
Group agreed to acquire up to 100% of the shares of insight Music Limited, which included a 40% shareholding held by lichester
Investments Ltd, a company controlled by Mr Levy and his family. The agreement was completed in December 2001 and the
consideration paid by the Group to lichester Investments Ltd was £1.8m including a loan repayment of £0.72m. As part of the
transaction the Group also paid the vendor sharehoiders’ professional fees of £114,000,

Also as part of the arrangements for Mr Levy’s appointment, the Company agreed to reimburse to lichester Investments Ltd rental
and certain other payments due in respect of that company’s leasehold offices in central London, pending the disposal of the lease,
including a sum (expected to be £25,000) in respect of leasehold improvements not recovered in the disposal. Rent and other
payments reimbursed or accrued due by the Group to lichester Investments Ltd, as at 31 March 2002, totalled £59,400.,



33. Post-balance sheet events

(i The Group completed the acquisition of Mute Ltd on ©
years. A maximum of a further £19m may become
(i) The Group completed the sale of its 75% shareholding in Dis
on 1 May 2002 for a consideration of £2.5m. Further consid
a period of six years if certain conditions are fulfilled. Mr Kee

ng on the London Stock Exchange of HMV Group shares on 15 May 2002 and the

Holdings BV.

{ii) Note 32 (i) describes the admission to listi

impact of that flotation on the Group.

34. Significant investments

April 2002. The consideration of £23m is payable over a period of four
payable to the vendors if certain conditions are fulfilled.

ky Communications Europe BV ('Disky’) to Hermans Holdings BV
ration of up to £6.5m will become receivable by the Group over

s Hermans, the Managing Director of Disky, is a director of Hermans

The businesses set out below are those which

were part of the Group at 31 March 2002 and in the opinion of the Directors

significantly affected the Group’s results and net assets during the year. Except where otherwise stated, the country of incorporation
is England, the operations are within the United Kingdom, the shares are in equity share capital and the businesses are wholly owned.

Subsidiary undertaki

Recorded Music and Music Publishing
Capitol-EMI Music, Inc, (USA)

Capitol Records, Inc. (USA)

Chrysalis Records Ltd

EMI Electrola GmbH & Co. KG (Germany)
EMI Entertainment World, Inc. {(USA)

EMI Music Australia Pty Ltd (Australia)
EMI Music France S.A. (France)

EMI Music faly SpA (italy)

EMI Music Publishing Ltd

EMI Records Lid

Groupe Virgin Disques S.A. (France)
Jobete Music Co., Inc. (USA) (50% owned)”
Priority Records, LLC (USA)

Toshiba-EMI Ltd (Japan) (55% owned)
Virgin Records America, Inc. (USA)

Virgin Records Ltd

Virgin Schallplatten GmbH (Germany)

*Held directly by the
#jobete Music

Cormporate

EMI Group Finance pic

EMI Group Holdings (UK) Ltd

EMI Group Intemational Holdings Ltd

EMI Group North America Holdin%sA Inc. (USA)
EMI Group North America, Inc. (USA)

EMI Group Worldwide Lid

Virgin Music Group Lid*

) ..lnc.hasbénoonsolidmdasawbsbmeventm.mltlsonlym:mnd.hmordmwm\swuonzsam)ofmmpmbswlm.

Joint venture
The principal investment of the Group (and the Company) in the equity share capital of joint ventures at 31 March 2002
was as follows:
Group&
Business t i mm
HMV Group plc Retail ~ books & recorded music England  42.65%

Wumm.muxmcm“mmmmmorom.

At 31 March 2002, the Company held a 42.65% equi
Ordinary Shares; 18.08% of the Senior ‘A’ Preference

stake comprising: 41.10% of the Ordinary Shares; 100% of the ‘B’ Preferred
hares; and 49.15% of the Junior Preference Shares in HMV Group ple.



o Five Year Summary

2002 2001 2000 1999 1908
Restated Restated
£m £m £m £m £m
Results
Tumover:
EMI 24458 26727 23865 23735 24135
Elimination of sales to HMV n/a n/a n/a n/a (60.8)
24458 26727 23865 23735 2,352.7
Other businesses - ~ - - -
Continuing operations 24458 26727 2,3865 23735 23527
Discontinued operations — HMV - - - - 956.7
EMI & HMV 24458 26727 23865 23735 3,300.4
Operating profit:
EMI 1909 3325 290.6 269.7 3409
Continuing 1909 3325 290.6 269.7 3409
Discontinued operations - HMV - - - - 29.6
EMI & HMV 1909 3325 290.6 269.7 3705
Group operating profit before exceptional items and amortisation 190.9 3325 290.6 269.7 370.5
Share of joint venture operating profit 343 344 27.7 30.1 -
Share of associates’ operating profit (1.1) (3.8 0.8 (0.7) 0.9
Total operating profit before exceptional items and amortisation 2431 3631 3191 2991 371.4
Operating exceptional items (2424) (42.9) (4.0) - (135.9)
Amortisation of goodwill and music copyrights (51.3) (53.8) (34.8) (27.3) (27.0)
(69.6) 2664 280.5 2718 2085
Non-operating exceptional items:
Profits (losses) on businesses disposed of or terminated - - (9.9 3.7 120.8
Profits (losses) on disposal of fixed assets and investments - - 524 - -
(Loss) profit before finance charges (69.6) 266.4 3230 2755 3293
Finance charges (83.2) (103.6) (73.7) (72.0) (64.3)
(Loss) profit before taxation (152.8) 1628 249.3 2035  265.0
Taxation (382) (709) (73.0) (71.7) (126.5)
(Loss) profit after taxation (191.0) 91.9 176.3 1318 1385
Minority interests {8.8) (12.7) (17.9) (9.2) (6.1)
{Loss) profit atiributable to members of the Holding Company (199.5) 79.2 1584 1226 132.4
Operating assets
Music copyrights §18.2 546.8 521.0 3736 3722
Goodwill 34.0 61.1 28.7 116 -
Property, plant, equipment and vehicles 277.3 3068 337.2 348.7 356.1
Fixed asset investments 2985 486 38.0 58.2 56.2
Investments: own shares 13.1 14.4 184 19.9 19.5
Stock and debtors, excluding taxation and interest 9196 994.9 8829 810.2 885.8
Creditors and provisions, excluding taxation, dividends and interest payable  (1,296.4) (1,231.3) (1,106.4) (1,126.6) (1,137.1)
Investment in HMV Group pic (159.9) (168.3) (169.0) (167.5) 8.4
Operating assets 335.4 573.0 548.8 328.1 561.1
Koy statistics
Net borrowings 1,057.9 992.8 921.2 725.2 953.5
Net cash infiow from operating activities 219 3148 2465 330.3 297.7
Capital expenditure:
Fixed assets (continuing operations) 392 42.8 37.8 44.7 63.5
Fixed assets (discontinued operations) - - - - 39.5
Total capital expenditure 39.2 42.8 37.8 447 103.0
Eamings per Ordinary Share:
Basic (25.5p) 10.1p 20.3p 15.7p 16.5p
Adjusted diluted 11.8p 21.9p 19.2p 18.5p 24.9p
Dividends per Ordinary Share 8.0p 16.0p 16.0p 16.0p 16.0p
Return on sales 8% 124% 122% 11.4% 141%
Effective tax rate (before exceptional items and amortisation) 30.0% 27.3% 30.0% 30.9% 31.7%
interest cover — excluding joint venture 4.0x 5.2x 6.9x 7.3x 71.2x
Dividend cover 1.5x 1.4x 1.2% 1.2x 1.6x
Since 1 April 1998, several new accounting standards have been adopted (FRS9 to FRS19) and, where appropriate, comparative

results have been restated to reflect the resulting changes in accounting policies and presentation of information.

In accordance with FRS3, following the disposal of HMV on 28 March 1998, discontinued operations includes HMV.



Investor Information 6
Financial Calendir Muliiple accounts Individual Savings Account Shure sale facility Unsolicited mail
Results announcemenits If sharcholders receive (ISA) -~ Lioyds Bank Plc  Holders of Ordinary Shares, By law, the EMT Group plc
Interim to 30 Sepiember 2002:  multiple copies of the Groups  Lioyds TSE Bank Plc can who are resident in the share register has 10 be
19 November 2002° Annual or Interim Reports, provide a single company ISA  US and who wish 1 sell their  available for public viewing.
Final to 31 March 2008: due to differing name and for EMI Group plc Ordinary  shares, can submit their share  If you wish to avoid receiving
20 May 2008° address details, they should Shares, Details of this ISA, certificaie(s) to; unsolicited mail from other
write (0 Lloyds TSB Registrars ~ which is only available to Lioyds TSB Regi , Shareholder  organisations, please write to:
AGMs and requesting that their accounts  UK-resident shareholders, Services, The Worthing, Mailing Pry i
2002 Annual General Meeting:  be ted. may be obtained from Lloyds ~ West Sussex BN99 6DA, UK Freepast 22, London WIE 7EZ,
19 July 2002 TSB Registrars either by or call 08457 034599 for an
2002 Interim Report; Payment of dividends to bank  writing to them at; The registrar, after receiving application form.
29 November 2002 or building society accounts The Worthi: a minimum of six applications,
2003 Report and Accounts: Shareholders who wish to have  West Sussex BN99 6UY, arranges for all the Annual and Interim
13 June 2003 their dividends paid dire or lz&calling their ISA helpline  represented by the certificates  Copies of the Group's previous
2003 Annual General Meeting:  into their UK bank or building  on 0870 24 2¢ 244, received to be sold in one Annual and Inierim Reports
18 July 2008 society account, with the The publication of this . wransaction. Thereafter, the are available from the
related tax voucher bein s, Publicarion o this lw' ot ™™ proceeds of the sale, lessany  Corporate Gommunications
Dividend payment dates sent to their registered address,  section 21(2) (b) of the wam: Services  transaction costs, are split Department at the address
2002 final: payable on should request a dividend and Markets Aet Z000 S Loy TSB amongst the participants shown below in italics, or,
1 Ociober 2002 to mandate form from Lloyds m’:"'“;';"“";; fymﬁw"' in proportion to their for 1997 onwards, on the EMI
shareholders on the TSB Registrars. Services Authocity. shareholdings and the Group website at the address
register of members at resultant amount remitted shown under Website/general
the close of business on Low-cost share dealing Monthly Purchmse Plan (MPP)- 10 each participant in US enquiries below,
6 September 2002 service —NatWest Stockbrokers  Lloyds TSB Bank Pic doll
2003 interim: payable on An execution-only service, for  Lloyds TSB Bank Plc provides ieation of this inficeaation b Eavironment Reports and
28 February 2003" to holders of Ordinary Shares, ~ an MPP for EMI Group ple e publication of ths information % information
diareholdém; on the is available foﬂr; t.héo sale and %r;lm?rhy Shares. lnfgcnnau'on mdm‘ on 21(2) b) ﬁ'hyﬁmld %vim Th; Group's Envgg;(r:m?t
register of members at hase of the Company's about this MPP may an t 2000, and Community rt for
the close of business on m atan am“activepan obtained by writing to: m?ﬁ&“ﬁmﬁwcmp 2002 will be available later
31 January 2003* comnmission rate. Details about  Lloyds TSB Regi Scotland, Services Authority in the year on the EMI Group
this service may be obtained PO Box 28448, Edinburgh website at the address shown
“Proposed dates from: EH4 1QW, UK capital gains tax below. A printed version of the
NatWest Stockimokers, Caﬁrrab or calling the MPP helpline information Sum Report and further
Lloyds TSE Registrars & Employes Services, 55 Mansell  on 0870 60 60 268, The market value of the information on environmental
Questions about shareholdings, Steet, London E1 8AN, UK Dlication of thisis on b Ordinary Shares of EMI matters may be obtained from
or changes of addressorany el 020 7895 5029; mwfm e imformation b2 Group ple (then known the Corporate Communications
other particulars, should be email: aomladces@natwest.com lcc:g‘n 21(2) ’(\I:") ﬁm‘fnml Senvices a8 THORN EMI plc) held Department at the at::l./dreu l
sent to; . ) and Markets , TSB on 31 March 1982, as adjusted  shown under Website/gene:
Lloyds TS Registrars, Sharcholder 1 oravon s best spproved or m‘?ﬁnﬁmﬂ“gyﬂﬁﬁm'ﬁ for subsequent capitalisation  enquiries below,
Services, m&mx Worthing,  Financial Sexvices and Markets Act 2000 Services Authority. issues, was 408,15p per share.
West Sussex BN99 6DA, UK, by NautWest Stockbeokers Limited, which Website/; uiries
A helpline, available at local m’"‘m‘;ﬂf‘m&?’wﬁ American The base cost of EMI Group ~ The EM{ Group msite
call rates in the UK only, Financia} Services Authority. Rem ) plc Ordinary Shares acquired rovides news and financial
operates during normal office The pany's ADRs tradeon  prior to the demerger of mformation about the Group,
hours on 0870 600 3984. ShareGift the Over-the-Counter market, 19 August 1996 will need as well as its Recorded Music
Shareholders outside the UK Ifyou have a small number of  with one American Depositary  to be apportioned between and Music Publishing -
should call +44 121 437 8000.  EMI Group plc shares, witha  Share (ADS) representing EMI Group plc Ordinary businesses, together with links
value that makes it uneconomic  two EMI Group ple Ordinary ~ Shares ot}%p each and Thorn 10 its recorded music labels,
www.shareview.co.uk to sell them, you may donate  Shares. JP Morgan Chase Bank  plc Ordinary Shares of 25p in
Lloyds TSB Registrars have a the shares to charity through s the Depositary for the the proportion 788% to 212%. General enquiries may
website al wunusharviewco.uk  the ShareGift scheme operated  Company's ADSs, Enquiries be addressed to the
where shareholders can by The Orr Mackintosh should be directed to: The base cost of EMI Group ple  Corporate Communications
view information about their ~ Foundation, Further JP Morgan Service Centey; Ordinary Shares of 25p each ~ Department at:
shareholdings, aswell asfind  information on ShareGiftcan PO Box 43013, Providence, acquired or held prior to the ~ EMI Group plt, 4 Tentenden
information on how to register  be obtained from their website BRI 029403013, USA; share capital reorganisation Stveet, Haniver Londom
a change of name and whatto  at wusharegiflorg or Tel: 1800 428 4237 (oll-free in -~ of 21 July 1997 will then need ~ WIA 24Y, UK:
do if a share certificate islost.  calling 020 7337 0501. the USA) or 1-781 575 4328; 10 be apportioned between Tzl 020 7355 4848,
There are also facilities w0 Website: wurw,adv.com the new Ordinary Shares of Callers from outside the UK
download change of address, 14p each and the former B should call; +44 20 7355 4848;
dividend mandate and stock £/US$ dividend conversion Shares of 114.5p each in the Wehsite: wrunv.emigroup.com
transfer forms. il proportion 894% to 106%.
This service enables holders
of Ordinary Shares who are Share price information
resident in the US to receive In the%fthe market price
their dividends in US dollars of EMI Gn:n.ul::l lc Ordinary
rather than pounds sterling. Shates is avai gle on Ceefax
Details of this facility may be and Teletext, or by calling
obuained from: the FT Cityline service
BT Services, PO Box 305050, on 0906 843 4214 or
Nasioille, Tennessee 37230, USA; 0906 003 4214 (calls charged
Tek: 1-615 835 3100. at 60p per minute).
Analysis of Ordinary Shareholdings at 16 May 2002
Balance
Number of a5 at
Fange holdings % 16 May 2002 %
110 500 11,441 44.64 2,456,849 0.31
501 to 1,000 6,099 23.80 4,487,014 0.57
1,001 to 10,000 6,900 26.92 15,955,403 2.02
10,001 to 100,000 688 269 24611949 312
100,001 to 1,000,000 362 1.41 121,979,120 15.47
1,000,001 and over 139 054 619,107,598  78.51
25,629 100.00 788,597,933  100.00
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